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PREFACE

The Personal Financial Planning Division has prepared this nonauthoritative practice aid to assist Certified
Public Accountants in the efficient and competent delivery of personal financial planning services to
their clients.
This practice aid is intended for practitioners who are developing comprehensive personal financial plans
as well as those performing segmented planning and consultation engagements.
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1.

INTRODUCTION
.01 The CPA’s involvement in personal financial planning for divorce could occur prior to
separation, after separation, or after divorce.
.02 This guide has been prepared to inform the CPA of the relevant material and the issues to
address to competently serve clients during personal financial planning engagements involving
a divorce or separation. The CPA’s role in the divorce process is discussed in this guide as an
aid to engagement management.
.03 The CPA should develop a working knowledge of applicable state laws regarding divorce
and should also become familiar with the process and time frames of local jurisdictions.
.04 Practitioners will likely have to deal with complex technical matters in more depth than the
material has been presented herein. Other resources — including various modules in the AICPA
Personal Financial Planning Manual (the PFP Manual), such as those dealing with risk
management, estate planning, cash flow planning, and investment planning — may need to be
consulted. Furthermore, tax issues may also have to be researched by alternative means.

2.

THE CPA’S ROLE
.01 The CPA must ascertain the role to be taken during clients’ divorces. If the CPA is going
to be an advocate for one of the parties, he or she will be an ineffective planner for the couple.
Furthermore, being a consultant for one spouse can begin to take on the appearance of a litigation
services engagement. Personal financial planning engagements for couples or individuals who
are planning for and are engaged in, or who have concluded, divorces require management and
control as does every other type of professional engagement.
When Representing One Spouse
.02 The CPA’s job will be different depending on which spouse is being represented. If the
financially dependent spouse is being represented, the CPA may be called to find creative ways
to enhance that spouse’s cash flow and assets. If the CPA is representing the principal earner,
finding ways to provide for the financially dependent spouse with the least possible economic
consequences to the principal earner will be a major goal.
.03 However, whichever party is being represented, the CPA must obtain relevant data. If the
client was previously represented by the CPA, much, if not all, of the data should be in the
CPA’s files. If they are not, the CPA may want to obtain the following:
• Personal and business financial statements for several years

AICPA Personal Financial Planning Library
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Personal and business income tax returns for several years
Personal income tax projections
Familiarity with the couple’s investment portfolio
Retirement plan data (both qualified and nonqualified)
Data on life, health, disability, and personal (property and casualty) insurance
Information on projected sources of income
Information on projected family expenses
Debt information
Information on possible inheritances
Employment agreements
Shareholders’ agreements, partners’ agreements, or both
Information about stock options and other ownership rights
Appraisals of real estate, businesses, jewelry, art, and other collectibles
Current wills, trust instruments, and other estate planning documents
Any other material that may be appropriate under the circumstances
(See exhibit 1 for a detailed checklist of data and documents that may be requested by the CPA.)
.04 To be effective, the CPA can consult with the client and the client’s attorney to get an
indication of the theory of the case, support issues, and property issues. The CPA may analyze
and calculate the client’s financial needs. The total amount of a family’s financial resources is
a consideration, because it is usually unreasonable to expect that two separate households will be
able to maintain the same standard of living as one household did during marriage.
.05 As the settlement discussions progress, cash flow scenarios should be developed to assist
the client in understanding and planning for the financial realities associated with the divorce.
(See exhibit 2 for data gathering forms for needed information.)
.06 The CPA is likely to consider and calculate the income tax consequences of all material
aspects of, and transactions associated with, the divorce. Other taxes, such as estate, gift, and
real estate taxes, may also be affected.
.07 Financial decisions about many matters must be made by the clients. The CPA can assist
the client in making decisions about the following;
•
•
•
•
•
•
•
•
•

Temporary support or alimony
Child support
Disposition of assets
Eliminating or incurring debt
Investments
Education for children or dependents
Preparation for financial self-sufficiency (if there is a financially dependent spouse)
Insurance needs
Estate planning

.08 A CPA representing one spouse may be retained as an expert witness or special consultant
by the client. As such, the CPA may be —

¶ 2.08
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• Asked to give an opinion on the value of marital property.
• Called on to provide testimony during the discovery, the trial, or both.
• Called on to consult with the client and client’s legal counsel to rebut the other party’s
illustrations, presentations, and testimony.
• Asked to prepare special reports in connection with the divorce.
.09 These duties are litigation services and are not addressed in this guide. However, the CPA
may find that when representing one spouse, what begins as a litigation services engagement may
evolve into, or overlap with, personal financial planning services. Furthermore, the astute CPA
may be able to convert litigation services engagements into additional personal financial
planning opportunities.
When Representing Both Spouses
.10 When the CPA is representing both spouses, the maintenance of an unbiased attitude is
essential to obtaining a fair resolution. The CPA should consider professional liability issues in
such an engagement. If the CPA is likely to or will represent the principal earner subsequent to
divorce, extra care should be taken.
.11 When the CPA represents both spouses, all of the steps previously discussed may also be
performed. These steps would include gathering relevant data and performing analyses,
performing calculations, preparing cash flow scenarios, considering tax consequences, and
providing information to assist in making financial decisions. When representing both spouses,
it may be up to the CPA to assist both clients in identifying and resolving all significant financial
planning matters.
.12 The CPA can assist clients by serving as a mediator to resolve issues in which negotiations
and settlements get bogged down. The CPA can also assist clients by performing or obtaining
valuations or appraisals or analyzing financial valuations of marital property. The CPA will, of
necessity, be a sounding board for clients, to provide creative alternatives to achieve a fair
settlement.
Subsequent to Divorce
.13 After divorce, the CPA may be called on by a client to assist with personal financial
planning matters. Such an engagement should not be substantially different from any other
personal financial planning engagement.
.14 Action Tip. Because some financial aspects of divorce decrees, such as alimony and child
support, may be subsequently modified, the CPA should consider them when representing a client
subsequent to divorce.

AICPA Personal Financial Planning Library
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ENGAGEMENT MANAGEMENT
Engagement Letters
.01 As with most other engagements, the CPA should consider preparing an engagement letter
and having it signed by the client and returned to the CPA. Since personal financial planning
engagements for divorce may arise with existing clients, extra care should be taken to obtain
engagement letters that cover the specifics of these particular engagements. (See exhibit 3 for
an example of a nonauthoritative engagement letter for an engagement involving personal
financial planning for divorce.) During the engagement, the scope of the services is likely to
expand or contract. The engagement letter can be revised accordingly, to avoid disputes about
the depth and breadth of the services to be provided.
.02 The CPA who represents both parties should consider clearly disclosing in the engagement
letter the conflicts of interest that will occur during the engagement. Since the conflicts of
interest may create the appearance that the CPA has favored one party over the other, the CPA
may also personally explain the potential conflicts of interest and their consequences with
each party.
.03 The CPA should strongly consider obtaining a retainer in advance of performing services,
since there may be disputes that subsequently arise as to which spouse is responsible for the fees
or because the available funds may have been depleted by attorney’s fees and other costs, leaving
little or nothing with which to pay the CPA.
Reference Resources
.04 There are commercial software packages that can assist the CPA with alternative financial
scenarios likely to be needed during these engagements. These programs can reflect changes to
child support, alimony, property settlement, and income tax. (See the Bibliography for a listing
of some software vendors, as well as books, periodicals, and services.)
Professional Conduct
.05 Special care is needed in these engagements, particularly if both parties are represented by
the same CPA. If expertise beyond the scope of the CPA’s experience is needed, the CPA
should consider using other consultants with the necessary expertise (see Statement on
Responsibilities in Personal Financial Planning Practice (SRPFP) No. 2, Working With Other
Advisers). The CPA should be cognizant of the provisions of all Statements on Responsibilities
in Personal Financial Planning Practice and other applicable standards and published guidance.
CONFLICTS OF INTEREST BETWEEN CPA AND CLIENT
.01 Rule 102 of the AICPA Code of Professional Conduct states that the CPA should be free
of any conflicts of interest in performing any professional service. In divorce, the husband and
wife are in an adversarial situation. Each spouse is likely to have an attorney to best represent
that spouse’s respective position. The CPA should assess the situation to determine what role
¶ 4.01
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to play. The CPA can serve as an advocate-adviser or as an impartial and objective professional
providing services to both parties.
Before Separation
.02 During the course of providing personal financial planning services to a married couple, the
CPA traditionally gives advice that will result in the clients retaining as many after-tax assets as
possible. The services provided to a married couple can create conflicts of interest if there is a
subsequent divorce. Sometimes, seemingly innocuous and generic advice given before separation
places the CPA in a conflict of interest. (See exhibit 4 for conflict-of-interest language for an
engagement letter.)
.03 Conflicts of interest created as a result of financial planning engagements before separation
can arise in the areas of retirement planning, lifestyle, disposition of assets, and estate planning.
.04 Retirement Planning Conflicts. The CPA might advise the nonparticipant spouse to sign
documents that will, in effect, terminate or diminish rights in a retirement plan.
.05 Action Tip. If a client is contemplating marriage and there are substantial assets in a
qualified retirement plan, consider advising the participant client to terminate the plan and roll
the assets into an IRA before marriage, to avoid a conflict of interest afterwards. Actions in
connection with assets in an IRA are not subject to approval by nonparticipating spouses.
.06 Lifestyle Conflicts. The CPA’s advice to cut back on consumption and increase savings
may adversely affect the claim of the financially dependent spouse for higher support.
.07 Disposition-of-Assets Conflicts. Advice regarding acquisition or distribution of assets
during the marriage will affect the assets available for distribution under a future property
settlement. The effects on a client’s liquidity and the tax results of the advice could have
unintended consequences in a property settlement.
.08 Estate Planning Conflicts. The CPA may advise clients to transfer assets to irrevocable
trusts during marriage. This can cause certain assets to be unavailable for distribution in a
divorce. Another potential undesirable consequence could be that the transferor may later regret
that property was irrevocably transferred.
.09 Action Tip. Since planning advice given to married couples can result in conflicts should
the clients later divorce, recognize potential conflicts at the time the services are rendered and
consider notifying each spouse, possibly in writing, of the consequences of the proposed actions.
.10 Other Conflicts. Sometimes the CPA may be subpoenaed as a custodian of records. Data
and testimony that are required to be given in this capacity could be harmful to one or both
spouse’s positions.
.11 When a CPA is retained in a valuation or appraisal engagement, the subjective judgments
rendered can negatively impact one or both of the parties.

AICPA Personal Financial Planning Library
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After Separation
.12 Divorce takes place in a judicial environment in which any advice will be scrutinized and
possibly challenged by counsel. In an adversarial situation, even if the CPA has a conflict-free
and impartial approach, it is extremely difficult, if not impossible, to represent both spouses.
.13 The CPA may be able to effectively represent both spouses in an amicable divorce provided
both spouses are reasonable and forthright. However, each spouse should be counseled that there
are issues that will create conflicts of interest and each spouse should consider whether it might
be in his or her best interest to have separate representation. If the CPA is retained by both
spouses, the planning can be effective as long as the consequences to each spouse are thoroughly
explained and understood by each spouse. The CPA can be a sounding board for the ideas of
each spouse and an asset to the process. The CPA can also help resolve differences that arise
by maintaining an unbiased attitude.
.14 Action Tip. Advise clients that sounding-board services can result in additional fees
because of the additional time requirements.
5.

SELECTING AN ATTORNEY — LIAISON WITH OTHER PROFESSIONALS
.01 Divorce is a legal action brought before a court to terminate a marriage and to decide
property, custody, and support issues. In most divorce actions, each spouse is represented by
an attorney. Due to the close personal relationship between the CPA and the client, the CPA is
often asked to help the client select an attorney or other professionals.
Selecting an Attorney
.02 The CPA’s experience and knowledge of the local legal community can be a valuable aid
to the client in selecting representation. The CPA should consider referring the client to an
attorney who has experience in family law. In many states, bar associations award certifications
in specific areas to attorneys who meet experience and testing requirements. An attorney certified
in marital and family law is usually qualified to handle complicated family law matters, including
complex financial issues.
.03 The CPA might also consider the personality of the client in relation to the personality and
legal style of the attorney.
.04 Attorney’s fees are often significant during divorce, and the CPA can advise the client about
customary billing practices in divorce matters. Cost can affect the selection of any attorney.
.05 The CPA may recognize the benefits of retaining other legal specialists in corporate, tax,
real estate, bankruptcy, estate planning, or pension law and make referrals as appropriate.
Other Professionals
.06 In many divorces, the client, or attorney, will engage other professionals to handle specific issues.

¶ 5.06

© AICPA, Inc. 8/94

GUIDE TO PLANNING FOR DIVORCE

07

.07 The following professionals are often engaged to provide specific services:
• Appraisers:
—
—
—
—

Closely held business valuations
Valuation of residence
Other real estate valuations
Jewelry and collectible valuations

• Real estate brokers:
— Listing of residence for sale
— Assistance with purchase(s) of new residence(s)
— Help in determining valuations and estimations of the amount of time needed to sell
the property
• Retirement plan consultants and actuaries:
—
—
—
—
—

Benefits valuations
Advise on Employee Retirement Income Security Act of 1974 (ERISA) matters
Set-up of new plans
Document drafting
Consultation on qualified domestic relations order (QDRO) issues

• Bankers:
— Establishment of financial relationships
— Assistance in obtaining funds for property settlements by lending money
• Insurance brokers:
— Advice on risk management matters
— Assistance in acquiring new coverages needed by separated spouses and newly
divorced people
— Assistance in obtaining quotes for life, health, and disability insurance that may be
addressed in divorce agreements
• Investment advisers and money managers:
— Assistance with achieving investment goals
— Management of and advice on changes to investment portfolios
Other professionals engaged for specific services include psychological, employment, and
educational counselors.
.08 Action Tip. The CPA should consider developing a working relationship with qualified
individuals who are competent and ethical and who will meet clients’ expectations.

AICPA Personal Financial Planning Library
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6.

CLIENT’S PERSONALITY-PSYCHOLOGICAL CONSIDERATIONS
.01 When a CPA undertakes a personal financial planning engagement, an awareness of the
client’s personal concerns and state of mind is critical to the planning process. The CPA may
be more comfortable focusing on numbers than on the client’s emotions and needs; but each
divorcing party may exhibit emotions, such as resentment, regret, suspicion, anxiety, hostility,
and anger, that the CPA will have to deal with. These personal concerns and psychological
factors should not be ignored. Communication and resolution of disputes will be easier if the
CPA is attuned to helping clients maintain the proper perspective, that is, not letting their
emotions exert undue influence on the planning decisions.
.02 The following are some of the client’s personal concerns and some of the sources of the
client’s stress:
If there are children, the clients will worry about their custody.
Parents will be concerned about their children’s emotional reactions to the divorce.
Other family members and friends of the divorcing couple will have reactions to the
divorce that will likely cause stress to the divorcing couple. Moreover, well-meaning
family members and friends can confuse and distort the facts, which may lead the client
to make poor decisions.
For each party, being single again raises questions about dating, sex, and related issues.
Each party will desire to maintain a preseparation lifestyle.
Each party will be concerned with support issues, particularly the length of time support
payments will continue.
Each party will have concerns about debt.
The client may raise the following questions about property settlement:
— What is the value of the property? How will the property be divided?
— How will assets that cannot be easily converted to cash or sold and hard-to-value
assets be divided?
— Why does my spouse want that piece of tangible property? This is the "she (he)
cannot have it" reaction, common to disputes arising during property settlement
discussions.
— Can the property settlement sustain me, even for life?
— How accurate is the valuation of the closely held business?
— How feasible is it for me to be a partner in a closely held business or other asset
with my former spouse?
• A client’s uncertainty about residences will be reflected in:
— Unwillingness to allow the other spouse to keep the house.
— Concern over whether the new residence should be near the old residence, to be
close to children and friends.
— Anxiety relating to the affordability of the residence because of financing, operating,
and maintenance costs.
— Concern about future tax consequences when a home is sold.

¶ 6.02
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• Supplemental income issues will arise regarding —
— The necessity of the client returning to work to supplement financial needs.
— The client’s emotional capability of working.
— The level of skill or education that is necessary for the client to compete in the
job market.
— Child care.
• The client may experience feelings of inadequacy and uncertainty. (Who will take care
of me? Am I prepared to be on my own?)
• With regard to professional advice, the client may be concerned about —
— Knowing who (like the family CPA) is his or her spouse’s advocate.
— Whether to hire a "killer" lawyer.
— Finding someone to rely on for sound, unbiased advice.
Action Tips
.03 The CPA should be ready to react to the following:
• Understand and be prepared for the emotional reactions of client(s).
• If emotions are interfering with the personal financial aspects of divorce, recommend that
your client seek counseling.
• When negotiations or settlement discussions break down or become hindered by
unproductive (irrational) behavior, move on to another subject, take a break, or end the
meeting and reschedule it to allow for a period of cooling off and reflection.
• Do not push your client(s) towards a decision when they appear to be under too much
stress. They, and you, may subsequently regret their decision.
• Be patient. Divorce takes time, and the matters under discussion will not be resolved
quickly.
• To allay a client’s fears, use projections of earnings, expenditures, and income taxes to
illustrate financial scenarios. Computer software programs can be of value in this process.
• Be aware that serious psychological issues could be a factor in determining the amount
and duration of spousal support. Therefore, do not discount the financial implications
of these issues.

AICPA Personal Financial Planning Library
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7.

POSTSEPARATION/PREDIVORCE PLANNING
Defining Conflicting Goals
.01 Divorce is usually an adversarial proceeding in which opposing parties have conflicting
emotional and financial goals. Sometimes clients are exposed to segments of the financial
planning process for the first time in connection with separation or divorce.
.02 Setting goals during transition is difficult, especially when clients tend to make emotional,
rather than practical, decisions. If reconciliation is not possible, the client’s immediate objective
is to get divorced. Ideally, during this transitional phase, the short-term goal should be to
maintain the status quo as much as possible.
.03 Normally, CPAs consider the financial goals and objectives associated with the client’s life
cycle position. Divorce will involve significant changes in lifestyle for husbands, wives, and
children. These changes may include relocation, remarriage, new careers, and a reduced
standard of living.
.04 The CPA is in a position to use rational and unbiased analytical skills to help clients assess
their financial situation and define future financial goals.
Developing a Realistic Budget
.05 In the process of divorce, both parties must determine and disclose their monthly income
and expense needs. Claims for support, based on need and an evaluation of the other party’s
ability to pay, are based on this data.
.06 During a marriage it is common for one spouse to handle family expenses while the other
only has a general knowledge of family finances. In some situations, neither spouse will have
a complete understanding of family finances. The CPA’s knowledge and experience can assist
the client in identifying all expenditures that should be considered and, in some circumstances,
quantifying new expenditures required by changes in lifestyle.
.07 The financial stress of maintaining two households will make it necessary to prioritize
expenditures. A budget may be developed to arrive at required amounts of monthly living
expenses during the transitional period of the divorce process. This budget can include the
following costs:
•
•
•
•
•
•
•

¶ 7.07

Normal recurring living expenses
Costs of temporary housing
Costs of establishing a new household
Legal and accounting fees
Counseling fees
Job-search expenses
Income taxes
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.08 All available sources of funding the required amounts would be considered under the
circumstances. These sources include the following:
•
•
•
•
•
•
•

Salaries and other earnings
Saving and investments
Life insurance loans
Bank and credit card loans
Loans from family members
Retirement plan loans, distributions, or both
Perquisites that are included in the earnings of either spouse

.09 Action Tip. Advise clients to prepare budgets as soon after separation as possible, to avoid
overspending available funds and incurring unnecessary debt.
Temporary Support
.10 State laws allow either party in a marital dissolution proceeding to seek temporary support
so that the status quo can be preserved and the financially dependent spouse can endure while the
litigation is pending.
.11 Temporary support hearings are an added expense and will also include requests for
temporary legal fees and court costs. The court often uses temporary support orders as a basis
for permanent decisions. Financial information included in affidavits, as well as the monthly
household budget, will influence the determination of the amount of temporary support.
.12 Action Tip. To obtain a deduction for alimony, temporary support should be legally and
formally, not informally, agreed on. (For an additional discussion of this topic, see Section 8,
titled "Alimony and Separate Maintenance.")
Projecting and Funding Legal Fees
.13 Attorneys in matrimonial matters usually charge fees based on hourly rates, with substantial
retainers. In contested matters, the size of the marital estate often has no relationship to the hours
expended by the attorney. The cost of litigation over specific assets can be more than the value
of the assets. The cost of getting a divorce is influenced by the personalities and character of
both parties and their attorneys.
.14 The court can award temporary legal fees and costs to the financially dependent spouse in
amounts sufficient for retaining competent counsel. Attorney’s fees awards, whether permanent or
temporary, are based on the theory of entitlement, which encompasses the financial needs of the
financially dependent spouse and the superior financial capability of the principal-earner spouse.
.15 Action Tips. CPAs may decide to explain to clients the necessity for counsel to keep
detailed time records to substantiate the allocation between deductible and nondeductible fees.
Deductible fees must be paid by the party to whom the service or advice was rendered.
Therefore, to preserve tax deductions, it may be necessary to increase alimony, child support,
or property payments to reimburse the party paying the fees.
AICPA Personal Financial Planning Library
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.16 CPAs might also advise clients to pay retainers or other amounts due before preparing
financial affidavits. Payment of legal fees will often reduce the marital estate.
.17 Payment of legal fees will often necessitate that clients liquidate investments. The selection
of which assets to liquidate has investment, tax, and strategic litigation consequences.
Dissipation of Assets
.18 Dissipation of assets occurs when one spouse fails to maintain, wastes, neglects, devalues,
or converts mutually owned property. This frequently occurs during the period of separation,
because of the clients’ animosity toward each other at that time.
.19 The court can remedy the situation by awarding the innocent party a disproportionate
amount of assets or future income. Cases involving dissipation or economic misconduct are
complex and expensive to litigate. To prove dissipation, assets must have been intentionally
wasted or devalued.
.20 The following actions can be considered dissipation of assets under some circumstances:
Hiding income or acquiring undisclosed assets during the marriage
Filing an income tax return using a filing status that results in additional taxes
being owed
Payment of separate excessive living expenses
Payment of attorney’s fees from marital assets
Gambling
Speculative investments
Investment Planning
.21 During the postseparation, predivorce time period, there is generally a need for liquidity.
Therefore, additional investments in closely held businesses or real estate will make the property
division more difficult. Furthermore, investing in high-expense investments such as annuities and
loaded mutual funds, which might have to be liquidated to fund property settlements, may not
be appropriate during this time period.
.22 Significant changes in investments could violate standing orders (issued in some
jurisdictions) to maintain the financial status quo. The parties should, if possible, avoid court
supervision and reach agreement among themselves on the management of joint investments, for
a prompt response to changing market conditions.
ALIMONY AND SEPARATE MAINTENANCE
.01 Alimony is a support payment made to a former or separated spouse under a divorce or
separation instrument to attempt to maintain the predivorce lifestyle. Alimony is determined by
state law. Therefore, counsel from an attorney concerning the legal parameters is advisable.
Some states consider marital fault and length of marriage in the alimony determination. Other
states ignore these factors.
¶ 8.01
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.02 Alimony is based on need and the ability to pay. Much of the budget data used to compute
temporary support (see Section 7, "Postseparation/Predivorce Planning") can be used in
determining the amount of alimony. To establish need and the ability to pay, first compute the
projected postdivorce income of both spouses, then determine the postdivorce budgeted expenses
of both spouses.
Postdivorce Income
.03 In determining ability to pay, need for support, or both, consider the length of time the
income will be received for each spouse. For instance, a future decrease in income due to the
maturity of a high-interest-rate bond in a low-interest-rate environment should be considered.
Some other examples of factors to consider are the Social Security benefits payable to a
nonworking spouse (see Section 21, "Governmental Entitlement Programs") and the cessation of
wages when an employee retires.
.04 Action Tips. Regardless of which spouse the CPA is representing, the client can take steps
to ensure the continuity of the cash flow from which alimony is to be paid. Examples include
evaluating the adequacy of life insurance for the payer and the adequacy of the disability
insurance and medical insurance policies of both spouses.
.05 Avoid double-dipping, such as using the face value of an installment contract in the property
settlement and counting the income from the installment contract in an alimony computation. The
financially dependent spouse should not compute income for the purpose of determining alimony
on an asset that is not part of an earned-income stream.
.06 Nonincome Producing Property. When one spouse chooses to keep the residence as part
of a property settlement, the other spouse should not be penalized for having income from
remaining property settlement assets. For example, the husband has a wage income of $20,000
per year and the wife has a wage income of $80,000 per year. The husband keeps a $300,000
debt-free residence, and the wife keeps a $300,000 brokerage account, which generates $20,000
per year in income. In determining postdivorce income, it is projected that the husband has a
$20,000 annual income and the wife has $100,000 per year. Under this scenario, the wife should
not be penalized for having investment income, since the husband could have a like amount of
income by selling the house or causing all marital assets to be sold to effect an equal-cash
property settlement.
.07 Action Tip. In determining the postdivorce income level, project income that can be
generated by converting all property settlement assets to cash net of any tax on the gain on the
disposition of assets. This allows each party to use a given (fixed) income rate on the assets to
determine postdivorce income.
Postdivorce Living Expenses
.08 Assuming disproportional income, the CPA can determine the needs of each spouse. Needs
represent the reasonable budgeted living expenses of each spouse. A thorough and accurate
budget is the goal of this exercise. In budgeting living expenses, there may be a temptation —
for both spouses — to overestimate expenses. However, alimony normally will not be paid if it
places one spouse in a detrimental economic position.
AICPA Personal Financial Planning Library
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.09 In determining a long-term budget, the CPA can include the effects of inflation, as well as
the possibility that certain expenses will rise faster than the normal inflation rate. Health and life
insurance are prime examples of expenses that may rise faster than the inflation rate.
.10 Action Tip. Consider a provision in the marital dissolution agreement for an annual adjustment
of alimony for inflation. This could reduce the potential of relitigating the alimony amount.
.11 The following are some general observations regarding alimony:
• Regardless of need, if the projected postdivorce income level of the two spouses is
roughly equal, little or no alimony may be appropriate.
• As more families include two full-time working spouses, courts are looking to decrease
the amount of alimony to encourage the financially dependent spouse to return to the
work force.
• The younger the financially dependent spouse, the less likely that the alimony will be
long-term and high-dollar.
Tax Deductibility of Alimony
.12 Alimony payments are generally deductible by the payer and taxable to the payee in
computing adjusted gross income. The nomenclature describing payments does not control tax
treatment; only payments that meet all technical requirements are treated as deductible alimony.
(For a more in-depth introduction to the tax ramifications of alimony, see Internal Revenue
Service Publication 504.)
.13 It is important to recognize that the spouses have competing tax interests. A tax savings to
one spouse is normally a tax detriment to the other spouse. Each spouse should recognize that
any settlement will involve some compromise and that the final agreement can provide some tax
savings for each spouse and, one hopes, an overall reduction in the aggregate amount of taxes
paid by both spouses. The CPA can demonstrate whether the settlement will provide for the
greatest amount of after-tax cash flow to each spouse. (See exhibit 5 for a quick reference chart
for determining effective tax rates.)
Requirements for Alimony and Separate Maintenance Payments
.14 To be deductible, alimony payments must be made under a divorce or separation instrument.
Divorce or separation instruments include —
•
•
•

A decree of divorce or separate maintenance, or a similar written instrument.
A written separation agreement.
A decree requiring one spouse to make payments for the support or maintenance of
the other spouse. This includes pendente lite (during the course of litigation)
alimony awards and other interim decrees.

.15 Payments made under a decree of separate maintenance or a written separation agreement
signed by both husband and wife will be treated similarly to alimony, provided the spouses no
longer reside in the same household. Moreover, payments under a divorce agreement will not
be treated as alimony if the payments are made while the parties are living in the same household.
¶ 8.15
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If one spouse is getting ready to move out and, in fact, does move out within a one month grace
period, payments made during that month will, under the regulations, be treated as alimony.
.16 Action Tip. Alimony can be paid before actual divorce or legal separation, that is, while
the couple is still married. However, if certain requirements are met (including any state laws),
separated spouses may file jointly, for income taxes, or each spouse may file as a married person
filing separately, as a head of household, or as a single person.
.17 Payments of alimony or separate maintenance must be in cash, checks, money orders, or
a combination of the three. Payments consisting of property, notes, and other noncash items will
not qualify as alimony or separate maintenance.
.18 Alimony payments must be made to, or on behalf of, a spouse or a former spouse.
Payments to third parties for a spouse’s rent, mortgage, tax, or tuition can qualify as alimony or
separate maintenance. Payments to any third party pursuant to a written request, consent, or
ratification of the payee will qualify. Any payments to maintain property owned by the payer
spouse do not qualify as payments on behalf of a spouse.
.19 Action Tip. Payments for term- or whole-life insurance on the payer’s life will qualify as
alimony if the payee spouse is the owner of the policy. However, it may be better to allow the
financially dependent party to receive sufficiently high alimony to make the payments.
.20 The liability to pay alimony or separate maintenance payments must end on the death of the
payee. There must be no liability to make any payment, in cash or property, as a substitute for
alimony payments after the death of the payee.
.21 The couple may elect out of alimony treatment even though all of the other requirements
for alimony are met. This election must be made either, in writing, within the divorce or
separation instrument, or in a separate binding document that is executed by both spouses
subsequent to signing the divorce instrument, and refers to the divorce or separation instrument.
This is an effective planning tool if there is no tax advantage in treating the alimony as taxable,
deductible, or both.
.22 Only the amount stipulated in the agreement will be deductible or taxable. Therefore,
amounts paid in excess of the agreement will be deemed to be nondeductible gifts.
.23 When the payer spouse is in a higher income tax bracket than that of the payee spouse, the
tax savings obtained from the alimony deduction allow payment of a larger amount of alimony
at a lower after-tax cost. The payee spouse can thus receive a larger payment, netting a greater
amount in after-tax dollars.
.24 Property settlements can be disguised as deductible alimony, but the property settlement
must generally be paid evenly for the first three years to avoid recapture. The following example
illustrates this planning technique:
John would like to deduct the $150,000 property settlement he is required to pay to
Mary. In addition, John agrees to give Mary $12,000 a year for her support. If John
obligates himself to pay Mary $62,000 a year for the first three years and $12,000 a
AICPA Personal Financial Planning Library
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year thereafter, with all payments terminating if Mary dies, then alimony treatment is
achieved and the front-loading rule (see Section 8.32 titled "Alimony Recapture
Rules") does not apply.
.25 When the payer spouse is in a lower tax bracket than the payee spouse, the amount of tax
savings from a deduction for the alimony payment is less than the amount of taxes incurred when
the payee spouse includes the payment in income. An income-shifting strategy may not be
appropriate in this case, and structuring the payment as a property settlement or child support
results in a lower net tax cost to the spouses. Another option may be for the spouses to elect not
to treat payments as alimony.
.26 The parties can agree to nonmodifiable alimony and incorporate a provision for this in the
divorce agreement. This, however, can create a loss of opportunity later if the circumstances of
either spouse change.
.27 Taxpayers with large amounts of taxable income can lose the deductions for dependents
because of phaseouts. In this case, the taxpayer receives no tax benefit from the exemption for
the child. Therefore, it may be appropriate to pass the dependency exemption to the other
spouse, if the other spouse’s income is below the limit for phaseout of the exemption and
otherwise qualifies. In addition, the financially dependent spouse may be eligible to claim the
child care credit, the earned income credit, or both.
.28 Action Tip. Consider structuring support payments as alimony to reduce the payer’s
adjusted gross income and to maximize the passive loss deduction from rental real estate activities
that might otherwise be phased out.
.29 Sometimes a spouse may be willing to forgo alimony for an enhanced property settlement.
(See exhibit 6, which contains charts that may be used to calculate the present value of future
alimony payments and, thus, as a tool to help quantify the benefits of structuring alimony as a
property settlement payment.)
Indirect Alimony
.30 Alimony payments can be deemed to be child support. The reduction of the amount of
otherwise qualifying alimony, upon the occurrence of a child contingency, will be deemed to be
child support and not alimony. (See Section 9 "Child Support" and Section 10 "Child Custody"
for further information on child contingencies.)
.31 Action Tip. The reasons for alimony being reduced at a time that has no, or is meant to
have no, connection with a child’s contingency should be well documented at the time the
agreement is written.
Alimony Recapture Rules
.32 The tax deductibility of alimony may encourage the spouses to disguise property settlement
payments as alimony. Therefore, the law provides "alimony recapture" rules.

¶ 8.32
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.33 Alimony recapture is calculated by looking only at the first three calendar years during
which deductible alimony was claimed (exclusive of alimony pendente lite). Therefore, any
alimony payments made after the third calendar year are not subject to the recapture rules.
.34 These rules recharacterize deductible alimony payments as nondeductible property settlement
payments to the extent that payments made in the first two calendar years are deemed excessively
front-loaded. The recharacterization takes place in the third calendar year after divorce and does
not disturb the tax treatment of payments as alimony in the first two calendar years. The payee
spouse deducts this amount of recapture from gross income, and the payer spouse includes it in
gross income in the third calendar year.
.35 Alimony recapture rules require deductible alimony payments during the first three years
to be structured so that the payments are substantially equal. Alimony payments of less than
$15,000 per year are not subject to the recapture rules.
.36 Action Tips. Deductible alimony may be structured to include some front loading. In
general, three years of equal payments may be increased up to $22,500 the first year and up to
$15,000 the second year.
.37 CPAs should note that the recapture rules operate on calendar years, not twelve-month
periods, after the first payment begins.
.38 Example. To show how to plan for these recapture rules, assume the spouses have
generally agreed on $720,000 in total alimony, payable monthly beginning September 15 of year
one, and payable over a three-year period. The spouses have also agreed to structure the written
agreement to accelerate the amount of deductible alimony as much as possible.
.39 Even though payments will begin on September 15, for tax purposes the first year ends
December 31. Therefore, using an even amount payable in each calendar year, $240,000 could
be paid annually.
.40 However, since the couple can load an extra $22,500 into year one and $15,000 into year
two, they can accelerate alimony payments as follows:
Total alimony to be paid
Amount to be front-loaded
($22,500 + $15,000)
Base alimony amount
Base annual alimony amount
($682,500/3)

$ 720,000
-

37,500

$ 682,500
$ 227,500

Amount that can be paid in year 1:
Base annual alimony amount
Allowable year 1 load

$ 227,500
22,500

Total year 1 payments

$ 250,000
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Amount that can be paid in year 2:
Base annual alimony amount
Allowable year 2 load

$ 227,500
15,000

Total year 2 payments

S 242,500

Proof:
Year 1 payments
Year 2 payments
Year 3 payments
Total

$ 250,000
242,500
227,500
$ 720,000

.41 Exceptions. There are four exceptions to the recapture rules, even when excess payments
have been made. Recapture does not apply—
A. If either spouse dies during the first three years and the payments cease by reason of
that death.
B. If the payee spouse remarries during the first three years and payments cease by reason
of the remarriage.
C. To temporary support payments made pursuant to a court order.
D. To payments that vary in amount, because they are determined by a preexisting
formula, based on a fixed portion of income from a business or property or from
compensation for employment or self-employment. The payments can vary with the
payer’s income as long as the percentage used is fixed by the preexisting formula. A
variable-payment agreement is exempt only if it is effective for at least three years.
Alimony Trusts
.42 Some clients in divorce situations have sufficient wealth to consider the use of alimony
trusts. There are special rules on the federal taxation of beneficiaries of alimony trusts.
.43 The transferring spouse establishes an irrevocable trust and funds it with enough assets to
generate an income or to pay a fixed annual amount to the receiving spouse.
.44 Alimony trusts are taxed under trust taxation rules and parallel the requirements related to
alimony and child support. Payments of income to the receiving spouse are taxable to the extent
that they are not child support and do not exceed the current or accumulated income of the trust.
The paying spouse would be taxed on the child support distributed from the trust.
.45 A properly structured trust can assist in achieving both economic and tax savings desires of
the parties and can thus alleviate the following concerns;
• The financially dependent spouse does not trust the payer spouse to make all alimony
payments, or to make them on a timely basis.

¶ 8.45
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• The spouses do not want to communicate in any manner, including the writing, mailing,
or depositing of alimony checks.
• There may be a question regarding the continuing solvency or financial success of the
payer spouse.
• There is a desire to treat deemed child support payments similarly to alimony.
• There is a desire that payments from the trust do not terminate upon the death of the
recipient spouse.
.46 The alimony trust is a useful tool for providing a guaranteed source of support to a divorced
spouse. The transfer of property or money into such a trust can relieve the payer spouse of his
or her obligation under state law to make any further support payments.
.47 Use of an irrevocable trust does not mean that the transferor has forever parted with the
property placed in the trust. The trust can provide that the income be paid to the recipient spouse
for a specified period or until a specified contingency occurs, at which time the trust ends and
the principal is returned to the transferor.
.48 The trustee of an alimony trust can be the transferor spouse or an unrelated third party, such
as a bank. The trust document will require the trustee to distribute the required amounts to the
beneficiary and to manage and invest the trust principal.
.49 Action Tip. Use of an irrevocable trust will assure the continuity of payments to the
recipient spouse. Although an alimony trust is not normally used for this purpose, the CPA
might recommend one instead of a lump-sum property distribution when there is a concern that
the payee spouse may dissipate or mismanage the lump-sum distribution.
.50 An alimony trust can also be an effective estate-planning device when the transferor creates
a remainder interest, such as a remainder interest to children of the marriage. The present value
of the future property interest may be subject to gift tax.
Rehabilitative Alimony
.51 Sometimes, the amount and duration of alimony is dependent on the length of time a
financially dependent spouse needs to become self-supporting. Such transitional support, which
allows the recently divorced spouse to update old skills or acquire new ones, is often referred to
as "rehabilitative alimony." Normally, such alimony is short in duration.
Prepaid Alimony
.52 Occasionally, the payer spouse may desire, for tax or other reasons, to pay some future
alimony obligations in advance. There is, however, no express authority allowing a deduction
for prepayments of alimony. Unless the payer spouse can prove that the payee spouse can
require payment in advance or that there was a non-tax-motivated reason for paying in advance,
the deductibility of prepayments of alimony is uncertain and, should therefore be avoided.
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Alimony Paid to Nonresident Aliens
.53 If the financially dependent spouse is a nonresident alien, he or she may receive taxable
alimony. Any amounts paid as alimony are taxed at a flat 30 percent. The payer is obligated
to withhold the 30 percent tax. The 30 percent rate is commonly reduced by bilateral tax treaties.
.54 Action Tip. The 30 percent withholding may be especially problematical if the decree or
separation agreement calls for payments to third parties for the payee’s benefit. Payments should
be grossed-up so the third parties’ net amounts equal the necessary payments.
Alternative Minimum Tax (AMT) Treatment of Alimony
and Separate Maintenance Payments
.55 Payments of cash and transfers of property in separation and divorce are treated in the same
manner for alternative minimum tax (AMT) purposes as they are for regular tax purposes.
Therefore, such transfers will not give rise to any AMT liability. However, if transferred
property is subject to depletion or depreciation, the depletion or depreciation deductions claimed
by the transferee spouse may affect his or her AMT liability.
.56 Action Tip. The spouses have the ability to structure support and property settlement
agreements to control their levels of income. This can be accomplished b y —
• Making a nonalimony election.
• Structuring a property settlement so it is treated as alimony.
• Structuring child support payments so they are treated as alimony.
.57 This ability to control the level of income, and thereby reduce the phaseout of the $30,000
exemption amount, will, in certain situations, enable a spouse who is subject to AMT to reduce
AMT liability.
CHILD SUPPORT
.01 The areas of child support and custody may be the most emotional issues the CPA will
encounter. The care and well-being of the child, who is an innocent party to the divorce
proceedings, are of paramount importance.
Amount of Support
.02 To determine the proper level of child support, the CPA can prepare a budget of living
expenses. The CPA may chose to use the PFP Manual’s data-gathering forms in the cash flow
module (see ¶ 3/300) as a guide. Such forms are helpful to ensure that the CPA has not
inadvertently omitted a significant area. Incidentals are costly in the aggregate and should not
be overlooked. If there are dependable cash flow statements for the family or there are
checkbook registers, the overall financial lifestyle can be accurately determined.

¶ 9.02
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.03 The number of children to be supported is important. Since fixed costs vary little with an
additional child, the more children to support, the more money needed, but the less per child.
On the other hand, variable costs depend not only on the number of children but also on their
ages, gender, special needs, and interests. Most states have statutes specifying amounts or
percentages; these statutes can serve as guidelines.
.04 Recreational and social activities (including vacations, sports, and camps) fashion a wellrounded child. However, such expenses can be overlooked by the custodial parent and objected
to by the payer parent. The CPA, however, can mention such costs and help in negotiating a
reasonable amount for such activities.
.05 In some situations it may be appropriate to consider the child’s own assets. Due to gifts or
earnings, a child may have substantial assets. The earnings from those assets may be considered
for those expenditures that are not the legal responsibility of the parents. Examples of such
expenditures are college education, automobiles, gifts, and entertainment.
Child Support Guidelines
.06 The Family Support Act of 1988 required each state to establish guidelines for determining
the proper level of child support. There are four basic formulas for computing child support;
A. Income share, whereby each parent’s income is considered in computing the income
available for child support.
B. Fixed percentage.
C. Variable percentage, whereby only the noncustodial parent is required to con
tribute a percentage of income to child support.
D. Melson-Delaware Model, whereby the cost needs of the child are determined, plus a
reserve for contingencies, and each parent contributes to the fund based on his or her
level of income.
.07 Although the guidelines vary from state to state, they generally include the following
questions;
• Whose income should be considered for child support?
• What is considered to be includable income for computational purposes?
• What items can be considered in computing the needs of the child?
.08 The CPA can obtain guidance from legal counsel on which formula to apply and which
guidelines to follow.
.09 According to statistics, nonpayment of child support is common. There are remedies
available to the financially dependent parent for nonpayment. Courts have ruled nonpayment to
be civil contempt. The military has its own rules to assure that its personnel support legal
dependents. The Internal Revenue Service is allowed to deduct overdue support payments from
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refunds that are due to taxpayers. Other legal remedies include levy of real property, personal
property, or both and garnishment of wages and assignments. The Model Interstate Income
Withholding Act offers guidance in this area. District attorneys’ offices also have enforcement
personnel and procedures. Many states have authority to modify a divorce decree if child support
provisions are inadequate.
Child Support Agreement
.10 The provisions of the child support agreement must be specific and free of ambiguities to
prevent disagreements at a later date. Provision should be made for —
• Periods when the financially dependent parent is not custodian of the children. During
such times, support should possibly be reduced or suspended.
• Specific payment dates so that each parent can properly plan his or her cash flow and,
one hopes, not need to badger the payer parent for payments.
• Conditions under which support would no longer be needed. The most common
arrangement is for payments to cease upon the child’s attaining the age of majority, the
child’s death, or the child’s adoption by a stepparent.
• Medical insurance coverage for children (see the PFP Manual module on risk manage
ment [¶ 3/500] for details related to medical insurance). Many CPAs believe that the
potential for large dental expenses Justifies insurance to cover this risk as well.
.11 Action Tip. Consider the provisions of the Consolidated Omnibus Budget Reconciliation Act
(COBRA) that may mandate the availability of medical insurance from the employer of the former
spouse for up to thirty-six months. Also consider individual insurance for the financially dependent
parent, and require the principal-earner parent to include the child on his or her coverage.
.12 For purposes of the medical expense deduction on an income tax return, any child who is a
dependent of, in the custody of, and supported by, either or both parents will be treated as a dependent
of both parents. Thus, either parent can deduct medical expenses paid by that parent for the child,
even though a dependency exemption for the child may be allowed to the other parent.
.13 Action Tips. Consider inflation, or cost-of-living provisions, since support payments may
be computed based on the current needs of the child at the time of divorce. The CPA can be
helpful by calculating adjustments to child support by projecting future inflation.
.14 Consider recommending a detailed child support agreement that addresses both inflation and
school and sports activities and summer camp, and thus allow for an increase in recreational or
social activity costs. Vague or careless structuring of the agreement may lead to later
disagreements between the parents and could put the child’s financial support in jeopardy. Such
disputes often result in additional, costly legal action.
.15 Consider an arbitration clause covering future disagreements that may arise, to avoid costly
court proceedings.
Risk Management
.16 If family resources permit, both parties should be required to obtain and maintain adequate
life and disability insurance to protect the child’s future. Cross-ownership of these policies may
help to ensure that the payments are made.
¶ 9.16
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.17 Action Tip. To protect the children, have the client review the beneficiary designations of
life and disability insurance and retirement plans.
Income Tax Issues Regarding Child Support
.18 The CPA should obtain a current copy of Internal Revenue Service Publication 504 for a
more in-depth discussion of the income tax ramifications of child support.
Support Payments
.19 Child support is not includable as taxable income to the recipient parent, nor is it deductible
by the payer parent. Payments made to third-party providers may qualify as child support
payments. Alimony is taxable to the recipient and deductible by the payer. Despite the
terminology used in the divorce, separation, or support agreement, child support will only be
treated as such if it falls within the definitions.
.20 A payment is not alimony to the extent that the terms of the instrument fix payment as
payable for the support of the payer’s children. A payment is "fixed" as payable for the support
of a child if the instrument specifically designates some amount as payable for the support of a
child of the payer parent. A payment will be treated as fixed if the payments are reduced either
on the occurrence of a contingency relating to a child of the payer or at a time clearly associated
with such a contingency. Any such reduction of alimony will be treated as child support and not
deductible as alimony. The statute defines child contingencies to include, but not be limited to,
attaining a specified age, death, marriage, leaving school, leaving the household, attaining a
specified income level, or gaining employment.
Exemptions for Dependents
.21 The custodial parent is generally entitled to the dependency exemption unless he or she
voluntarily waives it. Custody is determined by the terms of the divorce instrument or, if there
is joint custody, will be deemed to be with the parent who has the physical custody of the child
for the greater portion of the calendar year.
.22 The custodial parent can transfer to the noncustodial parent the right to claim the exemption.
This can be for one tax year or many tax years. The custodial parent must sign a written
declaration that he or she will not claim the exemption for that year, and the noncustodial parent
must attach the form to his or her tax return for each year the exemption is claimed.
.23 Action Tip. For some reason, divorcing parties are frequently willing to spend thousands
of dollars fighting over who gets to claim a dependency exemption. In reality, an exemption for
each child, measured in terms of its tax benefit, is not worth very much. In fact, it may have
no value to an earner who is subject to the phaseout rules for dependency exemptions. The CPA
may choose to advise clients to evaluate the worth of the dependency exemption before they
invest substantial legal fees in this area.
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Head-of-Household Status
.24 A parent may use the head-of-household filing status provided he or she —
• Was not married on the last day of the year (although under certain circumstances he or
she may still be married).
• Maintained the principal home for a child for more than half the year.
• Paid more than one-half of the cost to maintain that home.
• Was separated for at least the last six months of the year.
.25 The parent need not claim the child as a dependent to claim head-of-household filing status.
.26 Action Tip. If there is more than one child and the parents agree to joint custody, consider
including in the settlement agreement a provision that each parent is the custodial parent of one
child. This may qualify each parent to file as head of household.
Relocation Considerations
.27 If it becomes necessary for the custodial parent and child to relocate, financial planning may
become necessary. A new location may require new cost considerations. This is especially true
if that new location is overseas.
.28 Action Tip. In these cases, consider including in the support agreement a provision for
adjustments in support payments to account for alterations in international monetary exchange rates.
Long-Term Considerations
.29 Both parties should consider possible changes in the financial status of the other parent. If
support is initially meager because of the payer parent’s inability to pay more, but his or her
ability to pay substantially increases, the support arrangement could be adjusted. Conversely,
should the payer parent experience financial reverses, particularly if they appear to have been
unavoidable, the child should not continue to receive a high level of support while the payer
parent suffers. It is therefore important to consider alterations in child support in the event of
fluctuations in either parent’s income.
Education Funding
.30 The cost of education is so significant that the AICPA’s PFP Manual has devoted a module
to education funding (see PFP Manual, ¶ 3/700). Frequently, divorcing couples agree that their
children deserve the best education but disagree about who should pay for it. The education
funding module provides material that can help the CPA calculate the future cost of education.
.31 A contingency that must not be overlooked is the need for special schooling. A tragic
consequence of some divorces is the adverse psychological impact on the child and, therefore,
the necessity for psychological counseling, remedial schooling, or tutoring.
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.32 Other areas to consider include (a) determining whose responsibility it will be to repay
student loans and (b) educational funding for graduate school.
.33 Because of limited funds, financial planning frequently requires selecting among several
alternatives or goals. The same is certainly true in projecting future education requirements at
the time a support agreement is being drawn. Who makes these decisions? Who determines
expense limitations? Who makes the final decision as to which school the child will attend?
What if the educational direction changes in midstream? The answers are that probably everyone
will have input and a discussion can be held. If not, a determination may be made by a judge.
.34 Action Tip. One way of providing for education, when it is required, is the establishment
of a fund (custodial, trust, escrow accounts, or a combination of the three) to ensure that future
school costs can be met. The financially dependent parent may fear that the payer parent will
tire of periodic payments and become lax in meeting his or her obligations. Likewise, the payer
parent may fear that the money provided will not be invested wisely or may be squandered by
the financially dependent parent. A funded and restricted arrangement, with a third-party
fiduciary, can allay both concerns.
Child Disability
.35 A disability — whether physical, emotional, or learning — creates emotional and financial
strain on the family, particularly if the custodial parent is unable to both work and care for the
child. If the disability is known at the time of the original support agreement, provision for costs
can be included. If it occurs later, however, it may be necessary to renegotiate or relitigate the
agreement. It may be wise to include a provision that will address how such therapy costs would
be shared by the parents.
.36 Action Tip. Investigate the possibility that some medical or therapeutic costs might be
excluded by medical insurance, which could place a financial burden on each parent.
Religious Considerations
.37 Question the parents on the impact that religion might have on support payments. What if
the child wants to change religious affiliation? Who bears the cost of religious events such as
baptism, bar/bat mitzvah, and confirmation or of parochial schooling? Are the payments of dues
or contributions a part of support or are they discretionary? These may not be material problems,
and the parents may be in harmony on these issues. But a few tactful questions from the CPA
could avoid serious conflicts later.
Other Marriages
.38 A previous marriage or subsequent remarriage creates more confusion and additional
planning requirements. In general, a child’s natural parents are responsible for his or her support
except when an adopting parent assumes responsibility for the support of the child, usually in
return for the complete relinquishment of control and contact by the noncustodial natural parent.
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.39 A subsequent marriage by the custodial parent may cause the payer parent to feel that the
child is no longer in need of as much support or that child support payments are not being used
wisely. Such complications may require additional legal costs if the payer parent refuses to
continue to pay the child support.
Support Trusts
.40 Like the alimony trust, a child support trust provides a guaranteed source of support. When
a parent establishes a trust for the support of a child, normal trust rules apply. It is possible that
the income from such a support trust is taxable to the parent who funded the trust under the
grantor trust rules. If a parent has a legal obligation to support the beneficiary (other than his
or her spouse) and the income from that trust is actually distributed or applied toward the child’s
support, the parent is taxable on any income actually distributed or applied. If the parent no
longer has a legal obligation to support the child, the ultimate burden of taxation on that income
falls on the child as the beneficiary receiving the distributions of income.
.41 If a trust pays both alimony and child support, only the child support portion is taxable to
the parent who funded the trust. If no specific allocation between alimony and child support can
be made, there is no portion fixed as child support and all of the trust income is taxable to the
spouse receiving the distributions of income.
10.

CHILD CUSTODY
Emotional Considerations
.01 The child is an innocent party to a divorce, and he or she may be the one injured the most.
The CPA may be unwittingly put into the position of providing counsel to one or both parents
regarding the emotional aspects surrounding custody of their minor child. The CPA should help
the clients to focus attention on the financial aspects of custody. It is not uncommon for parents
to expend large sums to gain at least a portion of child custody.
.02 Among the considerations of ways to alleviate the emotional stress of separation and divorce
is the importance of respecting agreements made, both oral and written. If a visitation schedule
has been established, encourage both parents to adhere to it. Failure to do so causes disruptions
and anger in the other parent or it causes the child to experience loss of self-esteem.
.03 Family counseling is both a financial and an emotional issue. The CPA may be the only
trusted adviser who is unbiased and rational enough to recognize this fact.
.04 Action Tip. Advise the couple to investigate local support groups such as Parents Without
Partners. Association with others who are experiencing similar problems and frustrations can be
invaluable in regaining perspective and the will to persevere.
.05 Another financial consideration is the need for the noncustodial parent to maintain a home
adequate for child visitation. The visiting child will need some space. This is important because
the child may be bounced back and forth from custodial to noncustodial parent.

¶ 10.05

© AICPA, Inc. 8/94

27

GUIDE TO PLANNING FOR DIVORCE

Time Constraints
.06 We live in a society of time clocks and conflicting schedules. A single parent may be even
more pressured for time than a married parent. Gainful employment, duties at home, and a child
leave little time for oneself. If these duties result in a "latchkey kid," the CPA might tactfully
suggest a visitation arrangement for the benefit of all parties, especially the child.
Sole Custody
.07 If the father or the mother is awarded sole legal and physical custody by the court, he or
she is granted and accepts full responsibility for rearing that child. The custodial parent’s home
will be the primary residence of the child.
.08 In many cases, it is still advisable to consider joint decision making in situations involving
significant changes in the child’s lifestyle. Predetermined issues can require mutual consent of
both parents. Some of the more significant events that might occur in the life of a child are a
desire to change religion, a decision to send the child to a boarding school or to overnight camp,
a desire to participate in potentially dangerous athletic endeavors, or medical problems.
.09 Action Tip. When communication breaks down to the point of divorce, guidelines for
future communication should be written. The child custody agreement should include a protective
covenant that, within such guidelines, the custodial parent has the sole responsibility to exercise
best judgment to act on behalf of both parents, with no threat of recourse from the noncustodial
parent. The "prudent person rule" should be invoked because every eventuality cannot be
anticipated in writing. As for visitation schedules, the reverse is true. Visitation schedules
should be rigidly structured and followed; otherwise, the discord may deepen.
Joint Custody
.10 Joint custody comes in two basic forms: shared custody and alternating custody. Many of
the concepts and concerns for the child’s mental, spiritual, physical, and emotional well-being
that were discussed under sole custody apply here as well. There are, however, some unique
features of joint custody.
.11 Shared custody requires that both parents retain legal and physical influence over the child’s
life, as they did before the separation. The child, however, cannot be in two places at one time.
Most joint custody arrangements provide for the child’s primary residence to remain with one
parent, with liberal visitation rights awarded to the other parent. This commitment requires
constant communication and contact between the two parents.
.12 Alternating custody, usually with periods of equal duration, requires regular relocation of
the child between the residences of the parents. Each parent has responsibilities for the child
when he or she has custody. An alternative in this situation is a marital apartment, whereby the
parents move in and out and the child remains at home. This is considered by some to be
psychologically better for the child because there is less uprooting.
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.13 Action Tip. In a marital apartment situation, one party should agree to pay the bills to
avoid conflicts among the parties. This can be done with a separate bank account, with the
financially dependent party receiving copies of all deposits and disbursements data. Having this
bank account avoids, for example, having the rent go unpaid if the parties should argue.
Third-Party Custody
.14 In third-party custody, a nonparent has custody of the child. The third party is either
appointed by the court, which relies on external testimony to make the best decision for the
child’s welfare, or agreed on by both parents. If the natural parents are unacceptable or are
unable to care for the child, the court usually turns first, to grandparents or other relatives, for
temporary or permanent custody. Barring this option, courts will consider temporary foster care
or adoption. In third-party custody cases, the court is much more protective of child support
payments, frequently requiring that they be made to the court and requiring that the custodial
party account to the court for their use.
Grandparent Rights
.15 Most states do not allow for grandparents’ rights unless the grandparents have been formally
involved in the divorce or custody action. In some states, grandparent visitation rights are
defined by statute. In all states, judges determine what is in the best interest of the child.
Death of a Parent
.16 The child custody instrument should address the possibility of the death of either or both
parents. Unless previously stipulated, it is generally understood, except in rare circumstances,
that the surviving parent will be the custodian.
.17 Action Tip. The provisions for succession, due to death or abandonment, should be spelled
out in the original instrument.
11.

PROPERTY OWNERSHIP
.01 The classification and division of property is one of the most significant financial issues in
divorce. Ownership of assets is influenced by the couple’s state of residence and the locations
of the assets. Furthermore, the time, place, and method of acquiring the assets affects ownership.
(See exhibit 2 for a data-gathering form for property owned.)
Equitable Distribution
.02 The concept of equitable distribution views marriage as a Joint undertaking wherein each spouse,
during the period of the marriage, has a legal and substantial right in the earnings of the other spouse
and in the real and personal property acquired as a result of such earnings and the management of such
assets. Under this concept, the court must classify assets as marital or separate, value the assets subject
to distribution, and then distribute the assets in an equitable manner.
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M arital Property vs. Separate Property
.03 Marital property is defined by different state statutes, but generally includes all property
acquired by either spouse during the marriage, except for property acquired by inheritance or
gift. Separate property is property acquired before the marriage, from inheritance or gift during
the marriage, and after separation. In most states there is a presumption that assets acquired
during the marriage are marital. Tracing the origins of funds used for acquisition of property
may be necessary to prove that the property is separate property.
.04 CPAs should be aware of events that change the character of property. These events include —
•
•
•
•
•

Use of marital property to maintain or acquire separate property.
Commingling of assets.
Use of separate assets to pay marital liabilities.
Transfers by agreement.
Retitling of separate property into joint ownership.

.05 CPAs should be aware of instances in which it is difficult to classify assets as marital or
separate, for example, situations in which separate assets have appreciated through the efforts of
one or both spouses during the marriage and, conversely, assets have appreciated through no
effort of either spouse during the marriage. These situations often involve tracing separate assets
over several years.
Equitable D istribution C riteria
.06 In fashioning a property division, the court will consider various factors relating to
respective contributions and needs, as well as to general considerations of equity and justice.
These factors include the following:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Length of marriage
Monetary contributions to the marital estate
Nonmonetary contributions to the marriage
Missed opportunities
Title of assets
Separate property of each spouse
Earning ability of each spouse
Age and health of each party
Liquidity and income-producing character of the marital property
Tax consequences
Intended use of the marital property
Marital fault
Dissipation of marital assets
Custody of children
Beneficial interests in trusts
Expectancies
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Community Property
.07 The concept of community property applies in nine states: Arizona, California, Idaho,
Louisiana, Nevada, New Mexico, Texas, Washington, and Wisconsin.
.08 The community property rules apply to property acquired during marriage, while the couple
is living together. Community property rules assume that the marriage creates a "partnership."
Each spouse acquires a 50 percent undivided interest in property that is acquired with community
earnings or community assets during marriage.
.09 Although each party owns 50 percent of all community property assets, it is usually
impossible or impractical to give each party half of each asset. The principal residence, closely
held business interests, investment portfolios, etc., require one or the other spouse to obtain some
or all of one asset or group of assets. Sometimes assets must be sold in order to obtain the
liquidity to allocate all of the assets evenly to the parties.
.10 Gifts and inheritances received by each spouse during marriage are separate property.
Assets that were acquired prior to marriage are separate property. State laws determine whether
the community ends upon separation or divorce.
.11 Community Property Problems.
Separate property should not be inadvertently
commingled, so that it can retain separate-property status.
.12 A spouse can acquire a community property interest in separate property if separate debt is
paid with community assets or earnings. In addition, community efforts during the marriage to
manage or improve the property can create a community property interest under some state laws.
.13 Action Tips. If desired, a spouse can convert separate property to community property by
gift.
.14 The holding of property as community or in other forms (that is, joint tenants with rights
of survivorship) may have enormous personal financial planning consequences in the event of the
death of one of the spouses during marriage. Because both halves of community property receive
a stepup in basis on the decedent’s death, the individual spouses and the couple together must
evaluate their personal financial planning goals to determine if it is worth the penalty of having
a lower tax basis to protect the separate status of the property. While this form of property
ownership planning is not done in connection with a marital dissolution, it is a form of
preplanning in the event of a divorce. There is no right or wrong method.
.15 The parties to the marriage can mutually agree, in writing, to have their earnings, and any
assets acquired with those earnings, considered as separate property.
.16 Quasi-Community Property. Only four states (Arizona, California, Texas, and Wisconsin)
recognize the concept of quasi-community property.

¶ 1 1 .1 6

© AICPA, Inc. 8/94

31

GUIDE TO PLANNING FOR DIVORCE

.17 Quasi-community property is a concept that treats property as if it were community
property, if the property was acquired during marriage, and in a non-community-property state
and the couple moves to, and establishes residency in, a community property state.
.18 When a married couple moves from a community property state to an equitable distribution
state, each spouse retains his or her 50 percent individual ownership interest in the property
acquired in the community property state.
.19 Action Tip. Consider advising a couple to seek legal counsel regarding the potential
consequences of state law concerning ownership of property when they contemplate moving from
a non-community-property to a community property state.
12.

PROPERTY SETTLEMENTS
.01 When working with the client’s divorce attorney to structure, negotiate, or review a property
settlement, the CPA should have a thorough understanding of the applicable state laws regarding
property divisions in divorce. To maximize the planning opportunities available, the CPA can —
• Identify the assets and liabilities of the marital estate.
• Classify the character of the assets and liabilities (marital, separate, or
community).
• Value the assets and liabilities at a date or dates using an appropriate valuation
standard.
• Identify the income tax consequences associated with each asset.
• Consider the postdivorce management, maintenance, and utility of assets.
.02 The financial sophistication of the client, as well as the nature and complexity of the assets
and liabilities, will generally determine how difficult it will be to identify all the assets and
liabilities of a marital estate. After meeting with the client and the client’s attorney, the CPA can
assess the situation and determine whether the asset information is readily available or must be
gathered through the discovery process. The CPA can analyze the financial affidavits, tax
returns, contracts, bank and brokerage statements, and the other documents provided or obtained
in the discovery process. In identifying the assets of a marital estate, the CPA may consider the
following issues:
• Allegations or suspicions of missing assets
• Existence of intangible assets (such as goodwill, going-concern value, and
contract rights)
• Existence of assets not reflected in financial statements owing to the nature of
the business (such as renewal commissions, deferred compensation, supplies,
and inventory)
.03 It is not always easy to determine whether the property is marital or separate. In situations
in which separate property has been received or acquired before the marriage, it may be
necessary to determine what has happened to the property.
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.04 Separate property could be used to acquire other property, be commingled, or otherwise
have its character changed. Another issue that makes the identification difficult is the increase
in the value of the separate property. Incremental increases in the value of separate property are
treated differently under various state laws.
.05 The standard of value used in divorce cases varies from state to state. The CPA should
understand the applicable standard of value and the methods allowable in the case’s jurisdiction.
In valuing assets and liabilities, the CPA’s involvement will depend on the nature and complexity
of the assets. CPAs can readily determine the value of listed securities, annuities, and debt
instruments but might not have the expertise to value interests in a closely held business or pro
fessional practice. In addition, appraisals of assets, such as real estate, jewelry, and antiques will
generally require assistance of qualified experts. The CPA may be requested to provide pre
liminary values for purposes of negotiations. The CPA can determine from the client’s attorney
the appropriate valuation date. Depending on the jurisdiction, the date could be the date of sepa
ration, the date of filing, the date of trial, or any mutually agreed-on or court-determined date.
.06 The CPA can determine and calculate the potential deferred income tax on each marital
asset. Obviously, two assets with equal market value do not have the same after-tax value unless
they have the same tax bases.
.07 Part of considering the tax bases of the assets or liabilities to be transferred includes some
consideration of the likelihood of taxable disposition. If an asset with a low tax basis is never
sold, the tax impact is zero. Furthermore, because of the time value of money, the longer the
time period from the date of transfer to the ultimate disposition, the less the real-dollar impact
of the tax liability associated with the transaction.
.08 Action Tips. Even though separate property is not normally subject to division, the CPA
may suggest using or dividing it, to facilitate an equal and fair division of marital assets. For
instance, if the marital estate contains only one marital (community) asset, a closely held business
valued at $1 million, division may be troublesome. If one spouse also has, as separate property,
a $500,000 asset such as land, the separate asset may be transferred in full settlement of the
marital (community) interest in the closely held business.
.09 When possible, transfer assets with a low tax basis to the spouse in the lower tax bracket
and assets with a high tax basis, or a loss, to the spouse in the higher tax bracket. This approach
minimizes as much as possible the tax impact of property dispositions. However, the tax benefits
should be shared equitably.
Nonmonetary Considerations
.10 Sometimes, one spouse has managed the business and investment affairs of the marital unit.
In this situation, care should be exercised to make certain that the other spouse is given property
that can be most easily managed and monitored.
.11 A difficult situation arises in connection with a closely held business. (This situation is
addressed at ¶ 19, below, entitled "Closely Held Business Interests.")
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.12 The CPA might inquire about any emotional attachment to assets within the marital estate.
There are certain items that will be more valuable to one spouse than to the other, either in
economic or emotional terms. For instance, the 1957 Chevy that has a value of $3,000 may not
be readily available to equalize the marital estate division because of the emotional ties that one
spouse has to it.
.13 Consideration must be given to the postdivorce environment of each spouse. In that regard,
it may be useful to draw up a budget of postdivorce income and expenses. Such an exercise is
beneficial in determining which assets will be needed and which liabilities can be assumed by
each spouse to maintain an appropriate standard of living. For example, undeveloped land may
be a valuable asset and an excellent investment, but it is useless to a spouse who needs current
income.
Income and Deductions
.14 In general, clients and attorneys will work out the various aspects of the property division.
The CPA should consider giving input on how to structure the settlement to maximize the after
tax benefit for both spouses.
.15 To qualify as alimony, the payment must be made in cash. Therefore, property settlements
cannot be recharacterized as alimony by an annual transfer of property.
.16 Since payments of alimony must terminate upon the death of the recipient spouse,
recharacterizing property settlements as alimony can create a risk to the financially dependent
spouse, in that his or her death will rob the estate of assets, in the form of property, that will not
be received.
.17 Action Tips. A way to protect against the loss of property in the financially dependent
spouse’s estate because payments were structured as alimony and, therefore, stopped at death is
to acquire life insurance, such as declining-term, payable to the estate in like amount.
.18 In some cases, particularly when property will be held for a long period of time, it may be
advantageous for one spouse to borrow against the property before transferring it to the other
spouse. The proceeds from the loan could be used to pay deductible alimony. The debt could
either be retained by the spouse paying the alimony or be transferred with the property to the
other spouse. The objective in this maneuver is to generate enough net tax savings, through the
use of alimony deductions, to at least pay for the interest on the debt. The deductibility of the
interest (as residential, business, or investment interest) could further improve the transaction.
Two other considerations in this situation are the transaction costs of borrowing and the life
insurance requirements for protecting the estate of the borrower.
.19 Another technique for maximizing the after-tax financial position of the spouses is to transfer
income-producing property to the spouse in the lower tax bracket. Consideration must also be
given to the long-term investment objectives of the spouses. In addition, consideration could be
given to transferring passive rental property to the spouse in the lower income tax bracket. In
transferring such property, keep in mind that suspended losses are not carried over to the
financially dependent spouse. Instead, the basis of the property is increased by the unused losses.
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.20 It is necessary to legally transfer title to property to effect a shift in income.
Alternative Transfers
.21 There are two alternatives to direct property transfers between spouses: transfers in trust
and third-party transfers.
.22 Transfers in trust are often used when the financially dependent spouse wants assurances that
all property transfers, alimony or both will be paid. The tax treatment of transfers between
spouses is the same as that of transfers in trust with two exceptions. First, transfers in trust are
not tax-free if the property liabilities exceed basis. Second, any deferred gain on transfers of
installment obligations to a trust is taxable to the settlor.
.23 Transfers directly to third parties, as part of a property distribution, are generally treated
as a tax-free transfer by one spouse to another spouse and taxable when transferred by the second
spouse to a third party. Therefore, the transfer of property with appreciation will generate a
taxable gain to the second spouse. Conversely, a loss can be generated for the second spouse by
transferring property with a basis in excess of its fair value to a third party. To qualify as taxfree between spouses, third-party transfers must be (a) made as required by a divorce or
separation agreement, (b) pursuant to a written request of the spouse or former spouse, and (c)
made with the written consent of, or written ratification by, the spouse or former spouse.
.24 The planning opportunities for property settlements and distributions are numerous. With
proper knowledge and information, the CPA may be able to assist in fashioning a property
settlement and distribution that is beneficial and attractive to both spouses.
13.

PRINCIPAL-RESIDENCE CONSIDERATIONS
.01 During any divorce the issues concerning the principal residence will have significance. It
is not difficult to understand why. The residence is the location the couple called home. Each
spouse has emotional and financial ties to the principal residence. The family’s life has revolved
around it. The home is where the children were raised. It is also near where friends live and
the children go to school.
.02 Frequently, the financially dependent spouse will be granted possession of the residence
during separation and before divorce. Whether the principal residence will be kept by one of the
spouses may depend on the value of the residence as compared with the total value of all marital
assets. In a large number of divorces the equity in the principal residence is the most significant
asset. Under these circumstances, this equity may have to be tapped by each spouse in order for
two separate new households to be maintained.
.03 The CPA can assist the parties in determining whether the spouse who obtains possession
of the residence can afford to pay the costs of debt service, real estate taxes, insurance, utilities,
and repairs and maintenance. The CPA can also assist the clients in understanding the financial
and income tax realities of retaining the residence. (See exhibit 7 for a worksheet to assist with
this exercise.)
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.04 Action Tips. Because the equity in the principal residence can be a large factor in the
property settlement, the CPA may assist the couple in determining the after-tax value to achieve
a financially equitable settlement.
.05 Preserving the possibility of deferral of gain is a financial planning opportunity with respect
to disposition of the principal residence during divorce. For both parties to defer the gain on
disposition of the principal residence, each party must be using the residence as his or her home
at the time of sale. If one of the parties is not living in the residence at the time of sale, gain
may not be able to be deferred by the nonresiding party.
.06 The transferor and transferee spouses can agree to allocate additional cash to the party who
loses the ability to obtain a tax deferral. However, the parties should determine whether this is
truly a deferral of tax or whether the deferral will be virtually permanent because the house will
be kept indefinitely. In other words, there are times when the house will be kept for a very long
time or else subsequent sales will also result in a deferral of gain. Therefore, the nonresiding
party should not be advised to blindly provide liquid or other assets to compensate for the tax that
might result from a sale.
.07 If both spouses should leave the house and rent it until a sale, both parties may be able to
preserve the tax deferral if it is sold within two years.
.08 With proper planning, the onetime exclusion ($125,000) can be preserved by each spouse
if the house is sold within two years of moving out.
Basis of Residence
.09 The transfer of ownership by one spouse to the other is treated as a gift subject to the
marital deduction. Therefore, there is no resulting transfer tax. The basis of the half that is
transferred to the transferee is generally the same as that of the transferor.
.10 Action Tips. The parties can agree that the transferor spouse will reimburse the transferee
spouse for the tax and costs of sale that the transferor would have paid upon the ultimate sale of
the residence. As an alternative, the transferee spouse could be reimbursed from the proceeds
of the sale.
.11 Conversely, by agreement, the transferee spouse can reimburse the transferor spouse for the
loss of the tax deferral or onetime exclusion upon sale. This would be appropriate if the
transferor has moved out before the sale and the residence is not his or her principal residence.
Valuation of Principal Residence
.12 The valuation of the principal residence will have property settlement and income tax
consequences in a divorce. Therefore, caution is required in planning for the disposition of this
asset. The valuation is susceptible to subjective Judgment. The parties should be in agreement,
if possible, on how they will resolve this valuation.
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14.

MARITAL DEBT
.01 Dealing with debt is a difficult and sometimes emotional issue. In many instances, financial
stress or, worse, bankruptcy are factors contributing to the marital dissolution. From the
perspective of financial planning for clients involved in the process of divorce, it is appropriate
to determine how much is owed, how much additional debt will be incurred during divorce, and
how to develop an effective plan for retiring the debt.
.02 When assisting with the structuring of a property settlement, consider the effect that
existing marital debt will have on the cash flows of the parties after the divorce. Consider
retiring the debt, especially from the perspective of the financially dependent spouse.
Alternatively, the principal earner can assume the debt.
.03 In many instances, the financially dependent spouse has to repay installment and credit card
debt over an extended period because deficient cash flow prevents large payments. Financially
dependent spouses may also lack credit to refinance debt at more favorable terms. The CPA is
in a position to assist the client in identifying these situations during property settlement
negotiations so an effective strategy for retiring the debt can be formulated.
Mortgages
.04 In most situations, both spouses will be comakers of notes secured by mortgages on joint
personal residences. In addition, financial institutions usually prefer to make both spouses sign
notes on investment or real estate mortgage loans. The property settlement will usually award
the property to one spouse, require the property to be put on the market for sale, or award
possession and control to one spouse with ownership remaining with both spouses until some
future occurrence. In all these situations both spouses’ actions will have an effect on each other’s
future credit.
.05 Refinancing home mortgages or obtaining home equity second mortgages can be tools for
consolidating credit card and installment debt and providing cash reserves.
Credit Card and Other Installment Debt
.06 Action Tips. Consider advising the financially dependent spouse to make large payments
on credit card balances during the divorce process as a basis for requesting additional temporary
support.
.07 Advise the financially dependent spouse not to use credit cards for discretionary purchases
after the date of separation except when necessary. The debt could be considered separate rather
than marital.
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RISK MANAGEMENT (INSURANCE) ISSUES
.01 Divorce creates a number of financial planning opportunities for the CPA in the risk
management area. Virtually all aspects of the married couple’s insurance portfolio can be
affected as a result of a marital dissolution. The CPA should seize the opportunity to provide
important financial planning consulting services to the couple or the party that the CPA is
representing. This section deals with the risk management issues that the divorcing couple will
confront. (For an introduction to, and a more detailed discussion of, risk management see
¶ 3/500 in the PFP Manual that deals with risk management. Also see exhibit 2 for a form for
accumulating insurance policy data.)
Action Tip
.02 Consider including insurance as a part of an alimony package, a child support package, or
both. If the principal earner has a group plan available or a policy in force, an overall savings
and, possibly, improved coverage can be effected. However, the financially dependent spouse
would have to rely on the other party to keep the policies in force.
Health Insurance
.03 Health insurance coverage can be critically important. There may be radical changes in
financing health care in the future. A spouse’s lack of insurability could result in catastrophic
financial consequences. Therefore, the CPA may want to address health insurance in terms of
the following types of coverage:
• COBRA. The nonworking spouse is entitled to obtain coverage for thirty-six months
from the working spouse’s health insurer. This can be extremely important if there is a
preexisting condition or the nonworking spouse is otherwise not insurable. However,
the nonworking spouse should comparison shop the coverage because, for a healthy
person, COBRA-mandated coverage is usually more costly than an individual policy.
• Individual policies. The cost of different individual policies can vary greatly. Therefore,
assist the client in evaluating comparable coverages for different policies with various
companies.
• Group policies. Sometimes the decision to resume working is influenced by the lack of
health insurance coverage.
.04 Action Tips. Consider recommending that the client partially self-insure by purchasing
policies with higher deductibles, copayments, or both, to control premium costs.
.05 HMOs can be an effective way to control the premiums while maintaining adequate
coverage.
Life and Disability Insurance
.06 Clients can be advised to evaluate the needs of each spouse and their dependents during the
divorce process and afterwards.
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.07 Is there a need or requirement for additional coverage to protect the financially dependent
spouse in the event the earning spouse becomes disabled or dies? This question should be
addressed by clients because alimony will cease and child care will be jeopardized on the death
of the principal earner. Moreover, if the principal earner becomes disabled, he or she might not
have the financial resources to continue to pay alimony and child support.
.08 Action Tip. The beneficiaries of the life insurance policies that currently exist should be
reevaluated and changed if that is the desire. However, the CPA and clients should be aware that
separation agreements or court orders may create prohibitions to changing beneficiaries.
Automobile Insurance
.09 After the couple divorces, each party should obtain separate automobile insurance policies.
.10 Action Tip. Advise clients to have vehicle ownership documents changed to make certain
that the vehicles are insured by the parties owning them.
Property Insurance
.11 Real and personal property must be insured by the actual owner. Accordingly, the clients
should be made aware that concurrent with the change of ownership of real property, the in
surance policies should be modified or rewritten to reflect the proper owner as the insured party.
.12 Action Tips. Jewelry, furs, collectibles, and other tangible property should also be covered
under the insurance policies of the parties who retain or obtain ownership in the divorce.
.13 The CPA or an insurance professional can advise each party of the exposures and risks they
have so clients can consider whether to purchase insurance.
Liability Insurance
.14 When one party retains ownership of the residence, it is easy to overlook liability insurance
for the other party. The CPA might advise the clients to determine whether to purchase liability
coverage.
.15 Action Up. During separation (before divorce) the CPA can advise the client to extend
liability coverage, under the homeowner’s and excess liability insurance policies, for the spouse
who does not reside in the home. The cost of this is nominal. Personal property placed in the
temporary or new residence may be able to be covered under the homeowner’s policy as well.
If it is not able to be covered, advise the client to consider obtaining a tenant’s policy. If the
CPA does not wish to advise a client in this area, he or she could recommend that each party hire
an insurance consultant, agent, or broker for assistance.
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INVESTMENT CONSIDERATIONS
.01 Divorce represents a major life-cycle change that may require alteration or revision of
investment goals and objectives. The changes could reflect either new short-term or long-term
goals. There are a few unique attributes of investment objectives and approaches during and after
the divorce. The following are some of the factors related to divorce that could affect investment
goals and objectives:
•
•
•
•
•
•

Cash flow requirements
Income tax effects of distributions
Liquidity requirements
Preservation of capital
Revised risk tolerance
Ease of management

.02 There is often pressure to sell assets and use the cash proceeds to evenly divide the marital
net worth. There are at least two reasons for examining such an approach carefully and
considering alternatives. First, forced liquidations may give rise to lower sales proceeds,
especially when the investment is not publicly traded. An example of this might be the forced
sale of real estate. Second, the tax effect of selling assets could reduce the net return on the
investment and capital available to divide or borrow against.
.03 In some cases, funds should be invested with greater conservatism, since the funds are
"earmarked." For example, if one spouse is financially responsible for the children’s college
education, there may be non-investment considerations that could result in a lower risk tolerance.
Losses in a child’s education fund from high-risk investments may strain ordinarily cordial
relations between former spouses. Recognize that there may be two investors who may have
differing viewpoints on the performance of an investment, rather than just one party.
.04 Also recognize that the focus of constructing the portfolio has most likely changed.
Although the most important goal may have been retirement funding, with an emphasis toward
capital appreciation, the goal may now be funding alimony or child support, with an emphasis
on capital preservation and income-oriented investments. Recognize, too, that the level of
investment sophistication and risk tolerance of each spouse will differ. What may have been
appropriate for the couple may be inappropriate for one spouse. Furthermore, one spouse may
be able to manage investments better than the other spouse.
.05 Action Tip. Remember that the investment goals and objectives of the ex-spouses will be
different from those of the formerly married couple. The portfolio’s size and the amount of
portfolio diversification will likewise have been altered by the separation. The investment needs
of each party need to be reevaluated independently.
.06 As in any other investment-oriented engagement, the personal financial planning guidelines
(such as determining goals and gathering facts) regarding the engagement should be followed.
The CPA should consider referring to the module on investment planning in the PFP Manual for
additional guidance in this area.
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17.

QUALIFIED AND NONQUALIFIED RETIREMENT PLANS
Qualified Plans
.01 The retirement benefits acquired by one or both of the spouses under a qualified retirement
plan are often significant assets in a couple’s estate. Although retirement benefits are owned by
the spouse who earned them, most states view retirement benefits as property subject to equitable
distribution. Community property states allocate the benefits earned during marriage equally.
.02 For the CPA to properly assess the situation, it is necessary to understand the type of plan,
the participant’s employment status, and the identity of the plan’s sponsor and administrator.
.03 Valuation. In most states the present value of pension plan benefits is marital property
subject to distribution by the court. The valuation of these benefits must be made as of a time
that closely approximates the date of divorce (or the date of separation, if that is agreeable to the
parties). Under most state laws, marital property retains its character as marital property up to
the date of divorce. Consequently, the timing of the valuation date can be critical. This is
particularly true if the employee was not vested at the date of separation but becomes partially
or fully vested at the date of divorce.
.04 The first step in valuing a pension is to determine its type and its vesting provisions. At any
point before a person is vested in the plan, the value of the pension is limited to the cash contri
buted by the participant. The plan should be read to determine the monthly or annual benefits
payable under its terms. In the case of a defined contribution plan, the value of the participant’s
interest in the plan is limited to the vested portion of money contributed, plus earnings and
forfeitures allocated to the participant. In the case of a stock bonus plan, the value of the pension
is based on the fair market value of the employer’s stock in relation to the amount of money
available on behalf of the participant to purchase the stock.
.05 The next step in the valuation process is to determine the vested pension benefit earned as
of the date of divorce. This requires an analysis of the pension plan in connection with the
factual information concerning the individual’s salary, length of employment, and age. This step
will determine the vested guaranteed pension benefit the individual has earned as of the date of
divorce and will actually receive upon retirement, on the basis of all salary and service data
through the date of divorce. This is a critical determination, since most state laws recognize that
marital property rights terminate upon divorce. Consequently, the only pension benefits relevant
to a divorce proceeding are those that have been earned during the marital period and that are
guaranteed to be received by the employee as of the date of divorce. On the other hand,
valuation problems always exist with respect to defined benefit plans. This is true because of the
variety of assumptions that must be made in the valuation process. These assumptions deal with
future uncertainties, such as inflation rates, cost-of-living changes, mortality assumptions, and
future election options available to the plan participant. However, through the use of historical
assumptions for inflation and cost of living, and actuarial tables for mortality, the approximate
value of the pension can be determined.
.06 To properly determine the value of a pension, certain information and documents must be
obtained from the employer. In situations in which there is a large employer, the benefits
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department will often make the calculation of actual retirement benefits payable upon retirement
on the basis of the length of employment and the salary earned through the date of divorce. In
the absence of employer-prepared retirement accounts, the CPA will need the following docu
ments to compute the vested retirement benefits payable at retirement date:
• A copy of the plan
• A summary of the participation and service requirements, vesting schedule, benefit
formula, and retirement schedule
• A statement of credited-service employment time
• A summary of the salary history of the individual
• The individual’s date of birth
.07 Qualified Domestic Relations Order (QDRO): ERISA states that any plan participant’s
qualified plan benefit may not be assigned, garnisheed, levied, or otherwise distributed to anyone
other than the participant except under a Qualified Domestic Relations Order (QDRO).
.08 A QDRO is any judgment, decree, or order that relates to the provision of child support,
alimony payments, or marital property rights to a spouse, former spouse, a child, or other
dependent of the participant in the plan and that is made pursuant to a state domestic relations
law. The person to whom the benefits are assigned is called the "alternate payee." There may
be more than one alternate payee. The domestic relations order is qualified if it assigns, to the
alternate payee, the right to receive all or a portion of the future benefits payable to the
participant under the plan. The order must also contain the following information:
•
•
•
•

The
The
The
The

name and address of the participant in the plan and of each alternate payee
amount or percentage of the participant’s benefits to be paid to each alternate payee
number of payments or the period to which the order applies
name of each plan to which the order applies

.09 In general, the alternate payee steps into the shoes of the covered spouse and is assigned all
his or her rights under the plan. For this reason the order cannot require the plan to alter the
amount or form of the benefits not originally available to the participant or to increase the amount
of the benefits originally provided. A limited exception allows benefits to be paid to an alternate
payee before the participant actually retires.
.10 Certain administrative steps must be taken by the plan administrator upon the receipt of a
QDRO. The QDRO is allowed to provide that a participant’s divorced spouse is to be treated
as the participant’s surviving spouse for purposes of the joint and survivor annuity and
preretirement survivor annuity provisions. The person receiving payments from a qualified plan
that were assigned to him or her under a QDRO generally treats the payments in the same
manner as the participant would have treated them. If the alternate payee is the spouse or former
spouse of a participant, the entire payment is reportable in income, and rollovers for lump-sum
distributions are allowed. Similarly, an alternate payee may be able to use forward averaging for
lump-sum distributions of the balance payable to him or her.
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.11 Action Tip. There may be significant income tax planning areas regarding early or excess
distributions and direct plan-to-plan transfers. Similarly, income shifting to the lower-bracket
spouse could be accomplished.
.12 Present Value Awards. An alternative to using a QDRO to divide the retirement benefits
is to offset one spouse’s interest in the retirement benefit with other marital or nonmarital assets.
.13 Action Tip. Keep in mind, however, the deferred income tax that will have to be paid on
this asset.
.14 Moreover, the transfer of other assets may qualify as a property settlement or as a payment
of alimony.
Example 1. Under a property settlement, Mary transferred her shares of IBM stock
to John, and John relinquished all of his rights to Mary’s retirement plan benefits.
Mary’s basis in the IBM stock at the time of transfer was $25,000, and it had a fair
market value of $25,000. Mary will be taxed on the retirement plan benefits as they
are distributed to her under the tax rules of the regular retirement plan. She does not
have to recognize any gain on the transfer of the stock to John. John has a $25,000
basis in the IBM stock.
.15 If the compensation paid by the owner of the retirement plan does not meet the requirements
of alimony, the retirement plan owner is, in effect, paying for the other spouse’s share of the
retirement plan with after-tax dollars but will be required to pay tax on the retirement plan
benefits when they are received.
Example 2. Steven agreed to pay Sarah $20,000 per year for twenty years as
compensation for her interest in his retirement plan. Because the payment does not
terminate upon Sarah’s death, it does not qualify as alimony. Steven does not get a
deduction for the $20,000 payments and must include in his income the payments he
receives from the retirement plan.
.16 IRAs. A divorced party is permitted to transfer an IRA to the former spouse as part of a
divorce settlement without having to report any income. The person receiving payments from
a former spouse’s IRA generally treats the payments in the same manner as the participant would
have treated them.
.17 It should be noted that a transfer of an IRA from one spouse to another does not require the
use of a QDRO. A QDRO is used only in the case of a transfer from a qualified retirement
plan.
Nonqualified Plans
.18 There are fewer issues with respect to nonqualified plans, since they are not eligible for taxdeferred treatment. They are treated like other assets owned by the spouses at the time of
divorce. Division of the nonqualified benefits could qualify as a property division or as alimony
payments depending on the character of the payments.
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ESTATE AND GIFT TAX CONSIDERATIONS
.01 The client’s estate-planning goals generally center on preserving and directing the disposition
Of assets according to his or her wishes and, at the same time, reducing the potential estate tax
liability while providing adequate liquidity. Estate-planning issues are often overlooked in
divorce situations because of the complexity of the subject and the unfamiliarity of matrimonial
lawyers in the area.
.02 Emotions precipitated by divorce often conflict with sound long-term objectives, especially
when children are involved. The CPA has the opportunity to remind clients to consider estate
issues and incorporate them into property settlements.
.03 The client should be advised to consider making changes to ensure that on dispositive
documents, the current spouse is not the personal representative, successor trustee, holder of
powers, or beneficiary.
Action Tips
.04 The divorce decree should address child custody succession upon the death or disability of
the custodial parent.
.05 Divorcing clients with significant assets are faced with estate planning without an unlimited
marital deduction. In many instances, liquid assets have been used to fund the property
settlement and the client’s estate may be illiquid. Consider, therefore, the use of life insurance
to provide liquidity.
.06 Many property settlements call for the transfer of assets to third parties. This would include
situations in which substantial amounts are provided to fund children’s educational expenses
(other than tuition paid directly) or loans to in-laws are forgiven. These transfers are subject to
gift tax.
Claims Against the Estate That Arise Out of Divorce
.07 Occasionally, a payer spouse’s estate is required to continue alimony, child support, or
property settlement payments after the payer’s death.
.08 Any amount due under a property settlement agreement that is supported by good faith and
adequate consideration is a claim against the decedent’s estate. If the payment of the property
settlement is pursuant to a written agreement, the divorce occurred within one year before or two
years following the date of the agreement, and the payments were in settlement of the decedent’s
marital or property rights, the claim will be deemed to have been made for adequate consideration
in money or money’s worth.
.09 Adequate consideration is required only for a claim founded on a promise or agreement.
If the obligation was imposed by an involuntary court order instead of a promise or agreement,
adequate consideration is not necessary and the amount of the obligation can be deducted as a
claim against the estate.
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M arital Settlement Trusts
.10 Marital settlement trusts are a useful tool in which outright transfers of property are not
planned and the propertied spouse has substantial assets with which to fund a settlement. These
trusts can be used to shift the income and transfer the tax impact to the recipient spouse. The
structure will provide the income interest to the spouse with the remainder interest flowing to the
children. A qualified terminable interest property (QTIP) election will cause the full amount of
the transfer to qualify for the marital deduction.
.11 If, pursuant to a divorce or separation, a spouse created a trust for the benefit of the other
spouse or for his or her children and retains any interests in the trust, the value of the trust
principal (or a portion thereof) is included in the gross estate, unless it can be shown that the
transfer of the beneficial interests to others was supported by the receipt of adequate
consideration. If a spouse retained no interest or power over the beneficial interests created when
the trust was established, none of the estate tax inclusionary provisions apply.
19.

CLOSELY HELD BUSINESS INTERESTS
.01 When marital property includes an ownership interest in a closely held business, the
complexity of the property settlement may increase regardless of the form of the business’
organization.
Valuation
.02 A value must be placed on the ownership interest of the spouse involved in the divorce
action. Placing a value on the closely held business interest is generally a difficult process, which
is further complicated by the divorce proceedings. If the CPA is not experienced in performing
business valuations, the assistance of a CPA who is an experienced business valuator or another
appraiser should be sought.
.03 There are many different valuation methods, no one of which is the one correct method of
determining the value of a business. Most methods have one common goal, however, which is
to estimate the fair price a willing buyer would pay a willing seller for the business as a going
concern.
.04 Customary valuation methods are not necessarily relevant to divorce proceedings because
some courts look to fair value not fair market value. Discounts often considered in a third-party
sale valuation may not be appropriate in a divorce valuation.
Dividing the Closely Held Business Interest
.05 Assuming the parties agree on the value, the next problem is how to go about dividing up
the closely held business interest. Several methods exist for dividing the business interest
between divorcing spouses when closely held businesses are involved. A careful analysis of the
business, its cash flow needs, and its future prospects can clarify the possible choices for property
divisions. If the business is divided without considering the tax effects to the spouses, substantial
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taxes might be owed at the conclusion of the divorce settlement process. Careful planning can
help to eliminate or significantly reduce the undesirable tax results that otherwise might occur.
.06 A property distribution between spouses that is incidental to a divorce will be treated as a
gift between spouses. Thus, no income or gift tax will be due at that time. The recipient spouse
will have the original basis in the property received in the transfer. However, if the shareholder
in a C corporation uses corporate funds to pay a property settlement to a nonshareholder spouse,
tax will be triggered. To the extent the corporation has earnings and profits, the distribution will
be considered a dividend to the shareholder spouse, thus increasing the shareholder’s gross
income with no offsetting deduction for the property settlement payment. On the other hand, if
the corporation has no earnings and profits, the distribution to the shareholder will be offset first
against the shareholder’s stock basis, with any excess distribution over the stock’s basis treated
as a capital gain.
.07 Action Tip. If the corporation has the cash to pay the property settlement to the non-owner
spouse, one way to accomplish this would be to divide the shareholder’s current stock ownership
with the spouse. Then, after the divorce is finalized, the corporation may be able to redeem the
stock that the non-owner spouse received. Construct the plan with care to be certain it meets all
requirements in order for it to work.
.08 If the redemption qualifies, it will be treated as a sale. The sales price is equal to the
amount paid upon the redemption, and gain or loss is computed by subtracting the basis from the
amount received at redemption. In this situation, the spouse receiving the property settlement
would be taxed in the year of the redemption, whereas the receipt of cash or noncorporate
property from the other spouse would not be taxable. If this method is chosen to settle a property
interest in a closely held corporation, the amount of the property settlement should be adjusted
upward to reflect the tax effects, assuming a gain would occur at the time of redemption. In any
event, the spouse would have the cash to pay the tax.
.09 Action Tips. Avoid using corporate assets other than cash to effect the redemption, since
corporations must recognize gain when they distribute appreciated assets.
.10 A corporation may lend money to one shareholder to buy the interest of another. Care must
be taken to ensure that the loan is bona fide. If the transaction is not at arm’s length, the interest
on the loan may not be deductible by the surviving shareholder.
.11 The spouse to be redeemed must be the shareholder of record at the date of redemption.
.12 If different blocks of stock have different bases, the higher-basis stock could be transferred
to the spouse being redeemed.
.13 If the corporation pays for stock on the installment basis, the interest on the loan is taxdeductible.
.14 Be aware that termination occurs if at least one-half of the total interest in partnership capital
and profits is sold or exchanged within a twelve-month period.
.15 Be aware that cash-basis receivables may be taxable to the party that collects them.
AICPA Personal Financial Planning Library
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.16 A deferred compensation arrangement may be a consideration if the retiring spouse has pro
vided services to the corporation,
.17 If one spouse has been actively managing the corporation’s business affairs, effort should
be exerted to maintaining that situation. When the corporation represents the main asset of the
marital estate, few options are available. Division of a partnership or S corporation interest will
allow for direct income splitting. This may create tension, however, when ex-spouses remain
financially related.
.18 Sale of a stock interest to the corporate entity could have the following effects:
• The selling shareholder-spouse will be taxed on the difference between the sales price
and the basis of the stock sold.
• Installment sales reporting is available to the selling shareholder-spouse.
• Corporate dollars will be used to purchase the stock.
• The purchase of stock by the corporation does not increase the basis of the stock held
by the remaining shareholder-spouse.
• If the stock interest is sold on an installment note, the solvency of the corporation
becomes a key factor.
• The sale must be made in connection with, or made after, the divorce, which may
complicate the timing of the agreement.
.19 Another option would be for one spouse to purchase the shares of the other spouse separate
from a property settlement. Following are some of the potentially positive and negative aspects
of this type of transaction:
• The selling shareholder-spouse will have income measured by the difference between the
sales price and the basis of the stock sold.
• Installment sales reporting is available to the selling shareholder-spouse.
• For installment purchases, the purchasing shareholder-spouse will normally need to
increase compensation to make installment payments.
• The purchase of stock increases the basis of the stock held by the remaining shareholderspouse.
• Interest paid on an installment note may represent investment interest paid by the
shareholder-spouse.
.20 If the selling shareholder-spouse was somewhat active in the management of the business,
another option exists for corporate-buyout-structured transactions. The corporation could enter
into a covenant not to compete with the selling shareholder-spouse. Under this arrangement, the
corporation gets to deduct the payments made under this agreement and the selling shareholderspouse must report an equal amount of income.
20.

RETRAINING AND REHABILITATION OF THE
FINANCIALLY DEPENDENT SPOUSE
.01 The financial realities of divorce will usually require financially dependent spouses to reenter
the work force. In developing a future financial plan or structuring a property settlement, the
CPA is faced with the question of the future earnings ability of the financially dependent spouse.
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Referrals for career counseling or testing should be made to state employment agencies, private
industry councils, universities, or other community-based organizations that offer this service.
The following factors should be considered in assessing the client’s future employment ability:
•
•
•
•
•
•
•
•
•

Client’s objectives
Age and health
Education
Previous employment and volunteer work
Educational opportunities
Specific training
Business experience
Local economy
Client’s dependent children

.02 In many instances in which the financially dependent spouse has been out of the work force
for years or even decades and does not have a profession or technical skill, his or her
employment alternatives would be confined to low-paying entry-level jobs or retail sales
positions. This leads many clients to seek college education, specific technical training programs,
or business opportunities. The CPA may want to look at the total cost of an education or training
program, including the associated costs of transportation, day care, and any specialized
equipment.
.03 Rehabilitative alimony is not a permanent award, but, in theory, is limited to helping the
financially dependent spouse secure training or restart a career in the hopes of eventually
achieving economic independence.
21 .

GOVERNMENTAL ENTITLEMENT PROGRAMS
.01 In determining postdivorce budget, retirement and insurance needs, the CPA may consider
the availability of governmental entitlements. They may be a key component of divorce
considerations for elderly spouses.
.02 Primary among governmental entitlements is Social Security, which was designed to provide
post-employment income to retirees. To qualify for Social Security benefits, an individual must
have worked a total of forty calendar quarters before applying for benefits. Both the working
husband and working wife can qualify for Social Security benefits based on their own work
histories.
.03 A divorced spouse may qualify for Social Security benefits based on the work history of a
former spouse. Ordinarily, a divorced spouse will be entitled to an amount equivalent to 50
percent of the benefits available to his or her former spouse. To qualify for benefits, the
divorced spouse must —
• Apply for benefits.
• Be at least age 62.
• Have a former spouse who is at least age 62.
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•
•
•
•

Be eligible for lower benefits, or no benefits, based on his or her own earnings history.
Have been married to the former spouse for at least ten years.
Have been divorced at least two years.
Not be currently married.

.04 For medical insurance coverage, the Social Security Administration provides two types of
entitlements for qualified individuals; Medicare Part A and Medicare Part B. Medicare Part A
represents hospital insurance, and Part B represents supplementary health insurance.
.05 In general, a divorced spouse who is age 65 and qualifies for Social Security benefits will
automatically qualify for coverage under Medicare Part A. When a divorced spouse is eligible
for Part A solely based on his or her former spouse, that former spouse must be age 62 or over
at the time of application. A divorced spouse who has been disabled for at least twenty-four
months may also be eligible for Part A coverage. Finally, an individual who does not qualify
for coverage may qualify by paying an "insurance" premium.
.06 Unlike Part A, Part B is a totally voluntary program that is partially funded by the payment
of premiums by participants. Part B coverage includes deductibles for covered medical services.
Any individual who qualifies under Part A will generally be eligible for Part B coverage.
22 .

PRENUPTIAL AGREEMENTS
N ature and Purpose
.01 Prenuptial agreements are contracts made between prospective spouses to fix property rights
and support obligations in advance of marriage. Prenuptial agreements may function to protect
separate property acquired before the marriage from claims made in a divorce. In some
circumstances, these agreements induce spouses to remain in the marriage to enjoy greater
financial support than they would receive after a dissolution. A prenuptial agreement can provide
security for a recipient spouse, who upon death or divorce, will receive specified support or
property. The following are marital rights that can be waived:
Elective share
Homestead property
Intestate succession
Exempt property
Family allowance
.02 Prenuptial agreements are sometimes contracts to make a will. In the event that a
subsequent will does not contain the terms of the prenuptial agreement, a claim can be filed
against the estate. In certain circumstances, agreements are drafted after the marriage, and they
are referred to as postnuptial agreements.
Requirements for Enforceability
.03 Prenuptial agreements must be written, executed by both parties, and entered into without
coercion or overreaching. The agreement must be fair and make adequate provision for the
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financially dependent spouse. This standard shifts the burden to the supporting spouse to show
that the agreement was entered into freely and knowingly. There should be full and frank
disclosure of the supporting spouse’s financial condition.
.04 Action Tip. Both parties should be represented by independent, competent legal counsel.
Revocation, Modification, and Abandonment
.05 Revoking or modifying a prenuptial agreement after marriage must be in writing. A
prenuptial agreement terminates if it is abandoned by the parties. When both parties perform
actions contrary to the terms of the prenuptial agreement, it is deemed abandoned. When one
party performs actions contrary to or inconsistent with the agreement, the agreement is abandoned
if the other party acquiesces to the breach.
Prenuptial Property Transfers
.06 All property transfers between spouses before marriage under provision of a prenuptial
agreement are subject to the federal gift tax. The gift is equal to the value of the property less
the value of any property or money received. When property is given in exchange for the waiver
of the spouses’ marital rights, the waiver is not considered reducible to money. Therefore, the
property is taxed at full value.
.07 Action Tip. Consideration should be given to deferring transfers until after marriage.
Estate Tax Issues
.08 Assets passing to a surviving spouse under the terms of a prenuptial agreement qualify for
the marital deduction if other requirements are met. Included among such assets would be
outright transfers as well as qualified terminable interests.
Retirement Equity Act of 1984
.09 The Retirement Equity Act gave surviving spouses certain rights to a survivor benefit in a
qualified retirement plan. This is a separate right from a marital property right. The survivor’s
benefit cannot be limited by a prenuptial agreement.
23.

UNMARRIED COUPLES
.01 When performing personal financial planning services for unmarried couples that are
terminating their relationships, CPAs will encounter many of the same issues that they would
when representing married couples. However, there are a number of issues that are unique to
unmarried couples. In addition, the CPA is likely to encounter further unique issues when
dealing with homosexual rather than heterosexual couples.
.02 The CPA should be cognizant that custom, statutory law, and case law are not as well
defined regarding the termination of relationships of unmarried couples. Therefore, addressing
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issues with fairness is the most reasonable course of action. Frequently, the financially dependent
party wants to have the same rights and settlement as would occur if the couple were married.
This can present a number of problems, such as the following:
• Support to the financially dependent party is not tax-deductible and will be a taxable gift.
Nevertheless, the financially dependent party may still want "palimony."
• Transfers that occur as a result of property settlements are not subject to the marital
exclusion, and are taxable gifts.
• The COBRA rules with respect to continuation of health insurance coverage generally
do not apply to unmarried couples.
• The financially dependent party may claim that a career was placed on hold in order to
act as a spouse, albeit not a married one, so the party will want a significant financial
settlement.
.03 The problems of a separating unmarried couple can be addressed by agreement.
Cohabitation agreements can cover issues that prenuptial agreements cannot. For example, the
negotiation of an amount for support can be addressed in a cohabitation agreement.
.04 Recently, a number of large, well-known companies have begun to offer benefits to
unmarried couples that have traditionally been offered only to married couples. Making health
insurance available to unmarried heterosexual and homosexual couples is a movement that is
likely to accelerate. The CPA may assist the clients in determining if COBRA or similar rules
will apply.
.05 The CPA should be aware that the movement toward equality between married and
unmarried couples in employee benefits may open up another area of planning opportunities for
CPAs.
24.

PUBLIC DISCLOSURE OF COURT RECORDS
.01 When matters are brought before a court of law, information can become public. This is
no different in a divorce action. Private personal and financial information can become available
and can be disclosed by the media to the public. This risk of "airing dirty laundry" and
disclosure of financial data results in many divorces being settled rather than litigated.
Sometimes the financially dependent spouse can use the threat of public disclosure as pressure
for a more favorable settlement.
.02 Individuals primarily concerned about public disclosure would include the following:
•
•
•
•

Politicians and community and civic leaders
Highly visible business executives
Wealthy individuals
Celebrities and athletes

.03 If private financial data are publicized, one or both spouses might be embarrassed or find
that they are placed in a compromising position. The business associates of the couple might also
become compromised or embarrassed if information about their companies becomes public.

¶ 24.03

©AICPA,

Inc. 8/94

GUIDE TO PLANNING FOR DIVORCE

51

Moreover, in this situation business competitors may learn information that will enable them to
obtain a competitive edge.
.04 The principal earning spouse’s partners and business associates may try to exert influence
to force a settlement. To avoid having information become public, they may try to intimidate
the divorcing parties.
.05 The CPA should be aware that despite the fact that there may be opportunities to plan
properly for a divorce, the client’s fear of public disclosure of information may cause the client
to settle on less favorable terms than might otherwise be achieved.
Action Tips
.06 Sometimes the couple can succeed in having the divorce file sealed. This will avoid public
disclosure. Having the file sealed can be useful for people who are in the public eye.
.07 Changing the venue of the litigation to a distant or remote community may shield the
proceedings from media scrutiny.

AICPA Personal Financial Planning Library
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EXHIBIT 1
DATA AND DOCUMENT CHECKLIST FOR DIVORCE FINANCIAL PLANNING

Need
1.

Personal financial statements

2.

Business financial statements

3.

Books of original entry (personal and business)
A.
Cash receipts journals
B.

Cash disbursements journals

C.

Purchase journals
i.

D.

Do
Not
Need

Rec'd

Account payable ledgers and records

Sales journals
i.

Accounts receivable ledgers and
records

E.

General journals

F.

General ledgers

G.

Payroll journals
i.

Employee ledgers

ii.

Payroll tax returns

iii. Forms W-2 and 1099
H.

Paid bills,

I.

Bank statements and canceled checks

J.

Deposit slips

K.

Check stubs

L.

Statements or other records for investment
accounts re:
i.
Money market accounts
ii.

invoices and statements

Money market mutual funds

iii. Certificates of deposit
iv.

United States Treasury Bills and
Notes

V.

Stocks, bonds and other investment
instruments

(continued)
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Need

4.

Do
Not
Need

Rec'd

Insurance policies
A.
Property
B.

Comprehensive general liability

C.

Excess and umbrella liability

D.

Vehicle

E.

Workers compensation

F.

Disability

G.

Group
i.
Life
ii.

Medical

iii. Disability
H.

Life

I.

Medical

5.

Schedules of accounts and notes receivable

6.

Documentation for receivable write-offs

7.

Schedules of bad debts

8.

Schedules of accounts payable and accrued
liabilities

9.

Inventory records and schedules

10.

Retirement plan records
A.
Account balances
B.

Vesting documentation

C.

Plan and/or trust agreements

D.

Plan investment records

11.

Records of employee benefit plans

12.

Fixed asset and depreciation schedules
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Need

13.

Accountant's workpapers and schedules

14.

Copies of personal income tax returns
and states)

15. Copies of business income tax returns
and states)

Do
Not
Need

Rec'd

(Federal
(Federal

16. Copies of Internal Revenue Service and state
notices of changes in taxes due
17. Copies of amended income tax returns
18.

19.

20.

Copies of other tax returns
A.
Personal property
B.

Business licenses

C.

Gross receipts

Legal agreements
A.
Buy/sell
B.

Employment

C.

Leases

D.

Purchases of major assets

E.

Purchases of businesses

F.

Purchases of investment interests

G.

Franchise or similar agreements

Governmental rights or licenses
A.
S.E.C.
B.

F.C.C.

C.

I.C.C.

D.

Professional
i.
Legal
ii.

Medical

iii. Accounting
iv.

Etc.

(continued)
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Need

21.

Business valuation reports or appraisals

22.

Other appraisals
A.
Real estate

23.

B.

Jewelry

C.

Equipment

Do
Not
Need

Rec'd

Corporate records
A.
Stock certificate book
B.

Corporate minute books

C.

Stock transfer records

24.

Company brochures, advertising and publicity
documents

25.

Information regarding contingent liabilities

26.

Information regarding pending and/or expected
litigation

27.

Personal financial statements of stockholders
used for proposed financings

28.

Records of current and recently paid debt

29.

Listing of ownership interests in all
businesses including limited partnerships

30.

Schedule of cash values of life insurance
policies and annuities

31.

Listing of all vaults and safe deposit boxes
A.

Inventories of contents

B.

Authorized personnel who have access
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Need
32.

Schedule of investments held personally
A.
Bearer bonds
B.

Stock certificates

C.

Depository account passbooks and similar
records

33.

Schedule of tax shelter investments

34.

Income tax projections

35.

Cash flow projections

36.

Information on expected gifts and/or
inheritances

37.

Will, trust documents and estate planning
records

AICPA Personal Financial Planning Library
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EXHIBIT 2
FINANCIAL DATA
Income
Tax returns and wage statements will be helpful in completing this portion.
Husband
1.

Wife

Gross monthly income from
a.

Salary and wages (including commissions,
allowances, and overtime) and when pay
able (weekly, biweekly, monthly, bi
monthly)
Note; If paid weekly, calculate monthly
income by multiplying weekly income by
4.3; biweekly income by 2.15

____________

b.

Pensions and retirement

____________

c.

Social Security

____________

d.

Disability and unemployment insurance

____________

e.

Public assistance (welfare, AFDC
payments)

____________

f.

Child support from any previous marriage

____________

g.

Dividends and interest

____________

h.

Rents (not after expenses)

____________

i.

Bonuses (annual, semiannual, or quarterly)

____________

j.

Tips

____________

k.

All other sources (specify)

____________

TOTAL MONTHLY INCOME
Expense Sheet
This list will make you aware of the items that
make up the categories on the court forms. You
probably won’t have all of these items. Fill in the
blanks with your monthly expenses.

c.

Property taxes (1 mo./
12 mo.)

1.

d.

Repairs

e.

Gardener

f.

Maid/cleaning

Rental/mortgage and
household
a.

Rent/mortgage

b.

Insurance (1 mo./
12 mo.)

$

©American Bar Association. Reprinted with permission from Family Advocate, Summer 1992, Vol. 15, No. 1. All rights reserved.
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g.
h.
i.
j.

Pool service

c.

Repairs

d.

License

e.

Car wash

f.

Auto club

g.

Parking

h.

Public

i.

Other____

Cable TV
Other_____
$.

Food and supplies
a.

At home

b.

Eating out alone or
w/friends

c.

Eating out w/children
TOTAL

3.

Gas and oil

Water service

TOTAL
2.

b.

$.

TOTAL
$

Clothes
$

5.

$

Medical (out-of-pocket)
a.

Doctor

b.

Dentist

$

a.

Client

b.

Children

c.

Optometrist

c.

Shoes

d.

Orthodontist

d.

Shoe repair

e.

Drugs/prescriptions

e.

Alterations

f.

Medical insurance
premium (if not a
payroll deduction)

$

Annual

Dental insurance
premium

$

Annual

f. Other_____________
g.
TOTAL
4.

$_

Transportation
a.

Car payments

AICPA Personal Financial Planning Library
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Other________
TOTAL

$
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6.

a.

Laundry

b.

Dry cleaning
TOTAL

7.

9. Other

Laundry
$

$

Utilities
a.

Telephone

b.

Gas

c.

Electric

d.

Water

e.

Garbage collection

f.

Cable television
TOTAL

a.

Home tax preparation

b.

Travel (client and
children)

c.

Entertainment

d.

Nonreimbursable
business

e.

Child support or
spousal support
(previous marriage)

f.

Support of relatives

g.

Vacations

$

TOTAL

$

10. Federal, state, and local
Social Security
$.
$
11. Incidentals

8.

Insurance
a.

Cosmetics

b.

Miscellaneous
groceries

a.

Auto

b.

Medical and hospital

c.

Life

c.

Hair and beauty care

d.

Homeowner

d.

Subscription (books,
magazines, and
newspapers

e.

Disability
e.

f.

Personal property
floater

Social and business
dues

f.

Pets

g.

Other
g.

Charity

TOTAL

$.

$

$
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h.

Church or synagogue
dues

i.

Gifts

j.

TV and appliance repair

k.

Film and camera
supplies

b.

School lunches

c.

Summer camp

d.

Private school

e.

Nursery school

f. Child care
l.

Greeting cards
g.

Lessons

h.

Activities (e.g., Scouts)

Medicines
(nonprescription)

i.

Tutors

o.

Toothpaste and
toothbrushes

j.

School activities,
dances, etc.

p.

Bank charges

k.

Other

q.

Purchase of household
appliances, dishes, etc.

r.

Hobbies

s.

Jewelry

t.

Eyeglasses

u.

Stationery

v.

Books and records

w.

Other_________

m. Postage
n.

TOTAL

$

13. Debts
a.

Installment contracts $

b.

Monthly charge
accounts (Do not
duplicate with other
expenses listed.)
TOTAL
Total Expenses

$

TOTAL
12. Children
a.

Allowance

$_

AICPA Personal Financial Planning Library

(continued)

62

GUIDE TO PLANNING FOR DIVORCE

Inventory: Household Contents
"Value" refers to fair market value: the price you would obtain through sale of the particular asset in the current
market. Give your best estimate. For "ownership," designate H for husband, W for wife, J for jointly owned, and
C for children. Your room-by-room inventory (made for household insurance policies), as well as any photographs
taken for insurance or other purposes, will be helpful in completing this section. You probably will need additional
paper.
If you have more than one residence, complete this schedule for each residence.

Furniture

Description

Ownership

Value

Still Owned

_____________

_____________

_____________

_____________

Furnishings

Books

Appliances

© AICPA, Inc. 8/94
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Description

Ownership

Value

Still Owned

Electronic equipment

Antiques

Heirlooms

China

Silver

AICPA Personal Financial Planning Library
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Description

Ownership

Value

Still Owned

Jewelry

Furs

Art objects

Coin/stamp collections

Wine collection

Cameras

Other

AICPA, Inc. 8/94
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Automobiles, Airplanes, and Boats
Provide the title certificate for each vehicle listed. If the title is not available, provide a full description of each
vehicle.
Date purchased
Dealer
Name(s) on title
Purchase price —
Approximate mileage
Year and make____
Model (2-door, 4-door)
Color
Optional equipment (air-conditioning, power equipment, stereo, other)

License, state
Registration no.
Serial no.

AICPA Personal Financial Planning Library
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Securities
Indicate the number of stocks (

) and bonds (

) and provide the following information for each.

Stocks
Par value $

Current market value $_

No. of shares
Name of company
Common/preferred (series)
Certificate no.
Exchange where listed
Dividend declared but not paid $
Indicate if closely held corporation
Ownership

Bonds
Face value $

Current market value $

Interest rate
Type of bond
Certificate or serial no.
Date of bond

Due date

Interest/last coupon due dates
Ownership

© AICPA, Inc. 8/94
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Cash and Deposit Accounts
If you cannot provide a copy of the passbook or statement, please provide the information outlined below.

Name of Institution

Account Number

Ownership

Current Balance
$

Life Insurance
Furnish photocopies of the face sheets of all life insurance policies, with statements of loans against them.
Indicate the number of policies (____ ) and provide the following information for each.
Name of company-------------------------------------------------------------------------------------------------Policy number.
Face amount $

Cash surrender value $

Name of insured
Owner
Beneficiary

AICPA Personal Financial Planning Library
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Type of policy (whole life, term, annuity, other [describe])

Indicate whether insurance is obtained through employer

Surrender value of dividends, credits, and accumulations $
Value of termination dividends or other surrender values $
Outstanding policy loan
Interest accrued on loan $

DEFERRED COMPENSATION PLANS
Profit sharing, pension plans, Keogh plans, IRAs, and more
From the appropriate employer in each case, obtain a copy of statements and summary plan descriptions for any
deferred compensation plans, such as profit sharing, investment, or pension plans (401K, SEP), in which you or
your spouse may be involved through employment. By law this information must be provided to you on request.
1.

Name of company
Name of plan
Identification no.
Ownership
Value $__
Administrator’s name and address

© AICPA, Inc. 8/94
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2.

Name of company
Name of plan
Identification no.
Ownership
Value $__
Administrator’s name and address

3.

Name of company
Name of plan
Identification no.
Ownership
Value $__
Administrator’s name and address

Real Estate
For each parcel of real estate, list the address and secure a copy of the legal description, which appears on the deed,
mortgage, and title insurance. Request a copy of those documents from your lending institution. If income
property, provide copies of leases.
Provide documents concerning any mortgage or contract for loans on your home and any other real estate. Bring
the last monthly mortgage payment statement if you have one.
Furnish a copy of the last real estate tax bill for each parcel. This may be obtained through the city assessor. If
any property has been appraised for any reason (i.e., insurance, mortgage loans, contemplation of sale), provide
copies of each appraisal.
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Indicate the number of parcels of real estate (____) and provide the following information for each parcel:
Street address —_____—-------------------------------------------------------------------------------------------City, county, state
Cost of improvements

$

o th e r lie n s (m ortgages,

Total cost basis
(Cost + improvements)

$

E quity [market valu e

Current market value
Assessed valuation
First mortgage balance

taxes; please specify)

$

less mortgage(s)]

$

Monthly payment

$

Annual taxes

$

$
$

$

Date of acquisition

Individual contributions to purchase price (by whom and how much)

Type of property (home, farm, duplex, condominium)

Institution(s) holding mortgage(s)

Exact name(s) on deed

Medical and Other Insurance
Obtain a statement from the insurance company as to coverage for spouse and children and what provision, if any,
the policy has concerning conversion after divorce.
Name and address of company

© AICPA, Inc. 8/94
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Persons covered

Type of insurance
Type of policy: individual,
group
Coverage
Policy or group number/individual subscriber number

Indicate whether through employment

Business Interests
Provide annual statements (balance sheets, profit and loss statements) for the past three years in lieu of the
following. These should be prepared by your accountant. Also provide business tax returns for the past three
years, This section does not apply to limited partnerships, oil and gas partnerships, and the like. (See below.)
Name of accountant
Name of business
Value $_______
Type of interest:

sole proprietor

joint venture

partnership

corporation

Type of business
Ownership

AICPA Personal Financial Planning Library
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Limited Partnership Interests
Provide a year-end prospectus or statement for each oil and gas or real estate limited partnership in which you, your
spouse, or both of you participated as a limited partner. A statement should be provided for each year of
participation.
If you cannot provide such a statement or prospectus, provide the following for each such partnership:
Partnership name_______________________________________________________________________
Business address________________________________________________________________________

Name of general partner
Date of investment
Amount of original investment
If subsequent investment: Date
Amount
Percentage of ownership interest held
by you, your spouse, or you and your spouse

LIABIL IT ES
Outstanding Debts and Obligations

Include auto payments, charge accounts, personal loans, notes, mortgage payments, and any bills not included as
a monthly expense. Indicate whether husband or wife is solely liable or jointly liable by inserting H, W, or J after
monthly payment.
Name of creditor_______________________________________________________________________
Purpose or for whom
Present balance
Monthly payment $
AICPA, Inc. 8/94
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Whose obligation
(wife, husband or both)
TOTAL DEBTS AND OBLIGATIONS

Potential Liabilities
Include cosigned or guaranteed payments. Insert amount of liability and specify nature of liability.

Today’s date

AICPA Personal Financial Planning Library
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EXHIBIT 3
SAMPLE ENGAGEMENT LETTER

Dear
We have adopted a policy of advising our clients, in writing, of our understanding of the scope
of our services and asking them to confirm that their understanding is the same as ours. This letter will
also address the nature and limitations of the services that we will provide.
We have been asked to assist you in developing a financial plan [We have been asked to assist
in segmented financial planning] with respect to your proposed marital dissolution. The services shall
be performed for the purpose of providing you with data to enable you to make financial decisions
regarding the following matters:
[Select the relevant matters]
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

Selection of legal counsel
Selection of [list other professionals]
Defining financial goals
Developing a budget and cash flow planning
Determination of temporary support
Projecting legal and other professional fees
Investment planning
Determination of alimony [or separate maintenance]
Determination of child support
Determination of marital [community] and separate property
Property settlement
Property distributions
Financial planning regarding your principal[and secondary]residence(s)
Financial planning regarding marital[community] andseparate debt
Risk management [insurance] matters
Income tax planning directly related to divorce
Estate and gift tax planning directly related to divorce
Valuation of business
Planning for disposal or transfer of business interests
Planning related to qualified and non-qualified Retirement Plans

We will assist you to evaluate and choose among financial alternatives regarding the planning
matters that concern you. In that connection we will advise you of our recommendations.
We will present, in writing [orally], our recommendations, including implementation steps to be
taken by you.
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EXHIBIT 4
EXAMPLE OF CONFLICT-OF-INTEREST PARAGRAPH
FOR ENGAGEMENT LETTERS

"It is customary for a married couple to have the same accountant represent both of them in
planning their estates. If you have differences of opinion as to the proper course of action, we will point
out the pros and cons of the alternatives, but we cannot advocate either of your positions. Rules of
professional conduct require that we not withhold any information obtained from one of you from the
other. Finally, if a dispute arises between you so that we cannot perform the work we have undertaken
to perform, it will be necessary for us to withdraw as your joint planner and to advise one or both of you
to obtain independent advice."
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EXHIBIT 5
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EXHIBIT 6
DUCANTO ALIMONY DISCOUNT CHART

GUIDE TO PLANNING FOR DIVORCE

AICPA Personal Financial Planning Library

79

80

GUIDE TO PLANNING FOR DIVORCE

AICPA, Inc. 8/94

GUIDE TO PLANNING FOR DIVORCE

AICPA Personal Financial Planning Library

81

82

GUIDE TO PLANNING FOR DIVORCE

EXH IBIT 7
CALCULATION OF THE FINANCIAL CONSIDERATIONS
OF OWNING A HOME VS. RENTING

Step 1 — annual out-of-pocket costs. Add the cost of the monthly mortgage payment, property taxes,
insurance, homeowner association fees, utilities, and maintenance. Compare it with the cost of renting
a comparable home. The cost of renting is generally less than the cost of purchasing.
Step 2 — income taxes. Compute the tax savings generated by deductions for interest and property taxes.
Step 3 — earnings lost on net equity. Multiply the equity in the home, after any tax costs of selling, times
the rate that would be earned if the money were invested.
Step 4 — annual appreciation. Based on your assessment of real estate conditions, multiply the value of
the home by the expected annual percentage increase in value, if any. If homes are dropping in value,
this may be a negative number.
Step 5 — additions. Take the numbers you have computed, and put them all together.

Costs of
Owning
Step T. savings of renting over owning

Benefits
of Owning

1

Step 2: tax savings of owning
Step 3: lost earnings on net equity
Step 4; anticipated annual appreciation
Step 5: add steps 1 and 3; add steps 2 and 4

$.

$

If the sum of steps 1 and 3 is greater than the sum of steps 2 and 4, it will save money to rent rather than
to own a home. If the opposite is true, then buying is the most economical option, if your assumptions
regarding annual appreciation hold true.
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York Law Publishing Co. Looseleaf, 1992.
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THE PERSONAL FINANCIAL PLANNING DIVISION

PFP SectionMembership
PFP Section membership offers products and services to help members expand their technical
knowledge, improve professional competence, and increase the profitability of your PFP
practice. Section benefits include:
□

PFP Practice Handbook — offering practical information on the marketing, management,
and technical aspects of a PFP practice, detailed explanations, sample forms, reports,
exhibits, checklists and other materials.

□

Planner — bimonthly newsletter, highlighting relevant PFP issues, trends, and
developments.

□

PFP Library and other technical practice aids and publications — providing technical
information on topics such as planning for closely held business owners and for clients
preparing to divorce.

□

Marketing, practice management and promotional materials to help you practice
profitably.

□

Discounted registration fee to the annual PFP Technical Conference.

□

Vendor discounts and promotional offers on selected products and publications.

□

Statements on Responsibilities in Personal Financial Planning Practice — exposure drafts
for your comment and final statements when published.

□

A public awareness program to expand the visibility and promote the image of CPAs as
premier providers of PFP services.

□

Active lobbying for legislation supporting the CPA’s role as a financial planner.

□

A spokesperson network to highlight PFP issues and the CPA’s role in the PFP
process — media placements include The New York Times, The Wall Street Journal,
Money, and CNBC.

Dues are $115 per membership year, which runs from August through July. Prorated dues are
also available ($90 from November 1 to January 31, $75 from February 1 to July 31).

SectionAssociates
Section association is now available to all non-CPA professionals who are employed by CPA
firms enrolled in an AICPA approved practice monitoring program.

Membership andAssociationInformation
For more information on PFP Section membership or association, please call AICPA
Membership Administration at (201) 938-3100.

THE PERSONAL FINANCIAL PLANNING DIVISION

Personal Financial Specialist (PFS) Accreditation Program
The AICPA has established a specialty designation for AICPA members who
1. Have at least three years of personal financial planning experience;
2. Successfully complete a comprehensive examination; and,
3. Meet certain other qualification requirements.
The PFS designation, the only personal financial planning designation offered exclusively to
CPAs, reflects the CPA’s financial planning expertise and represents the highest professional
standards of any financial planning credential.
The PFS examination is offered twice each year — nationally in September and immediately
prior to the annual PFP Technical Conference in January.
For More Information
Information about the PFS program and examination may be obtained by:
□
□

Calling the AICPA Order Department at 800-862-4272, sub-menu #1, and
Requesting Product Number G00055, Personal Financial Specialist Accreditation
Information.

A list of Personal Financial Specialists may be obtained by:
□
□

Calling the AICPA Order Department at 800-862-4272, sub-menu #1, and
Requesting Product Number G00616, Personal Financial Specialist List.

You may also fax your request to 800-362-5066 or mail your request to AICPA Order
Department, P.O. Box 2209, Jersey City, NJ 07303-2209.

READER’S RESPONSES TO GUIDE TO PLANN IN G FOR D IV O R C E
Your assessment of this practice aid will help ensure that future publications of the Personal
Financial Planning Division will be valuable to practitioners. Please photocopy this questionnaire
and complete and mail it to Coordinator, PFP Division, AICPA, Harborside Financial
Center, 201 Plaza Three, Jersey City, NJ 07311-3881. Thank you for your assistance.

1. How familiar were you with this subject before you read this practice aid?
1
2
3
4
5
Unfamiliar
Somewhat familiar
My area of expertise
2. How useful is the practice aid to your practice?
1
2
3
Not useful at all
Somewhat useful

4

5
Extremely useful

3. Is there additional information that you think should have been included or information that
should be modified in this practice aid?
Y es____ No ____
If yes, please explain

4. Do you think that an advanced level practice aid on this subject should be available?
Y es____

No

5. What other subjects would you like to see covered in PFP practice aids?

6. Are you a PFP Section member?

Yes____

No

7. If not, how did you learn about the availability of this practice aid?

8. Additional comments and suggestions:

9. Name and address (optional for information on PFP Section membership and benefits):
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PFP Library Series
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Retirement Planning
Cash Flow Planning
Planning fo r the Closely Held Business Owner
Investment Planning
Risk Management and Insurance Planning
Personal Financial Planning Process and Professional Standards
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Client Booklets
Settling An Estate: Understanding Probate and Estate Administration

009152

Promotional Brochures
D o I Need Personal Financial Planning
Guide to Finding a Personal Financial Planner
Invest in Your Future: Choose a Personal Financial Specialist
Budget and Cash Flow Worksheet
Find Out What You ’re Worth With Your Own Personal Financial Statement
Keeping Financial Records
Getting Started Financially
Minimizing Homeowner Expenses: Cost-Cutting Tips
Planning fo r the Future: Your Social Security Benefits
Personal Finances: Managing Through An Economic Downturn
Managing Credit: Avoiding the D ebt Trap
Estate Planning: Protecting Your Family
Saving fo r College: Easing the Financial Burden
Retirement Planning: Achieving Financial Security fo r Your Future
Good News fo r Good Samaritans: A Guide to Deducting Charitable Contributions
Business Succession: Planning fo r a Change in Ownership

009151
017101
017130
889670
889736
889488
889489
889519
890518
890544
890820
890819
890818
890803
889490
338694

To order, call the A ICPA O rder D epartm ent a t 1-800-862-4272, sub-m enu #1.

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
PERSONAL FINANCIAL PLANNING PRODUCTS AND SERVICES

Speeches
Shaping Up Your Future with Personal Financial Planning
Financial Recordkeeping: Organizing Your Past to Plan Your Future
The Journey to Financial Independence
Tips fo r Cutting and Containing the Costs o f Owning a Home
What You Should Know About Your Future Social Security Benefits
Dealing with a Financial Downturn
Control Your Credit Before It Controls You
Estate Planning Tips fo r Individuals
Planning and Saving fo r Your Child’s College Years
Achieving Financial Security fo r Your Retirement Years
A Gift fo r Those who Give, the Tax Benefits o f Donating Time, Cash, and Property
Keeping It All in the Family: The Problems o f Succession in Family Businesses

890644
889473
889474
890663
890662
890562
890561
890560
890822
890630
889475
890625

Other Promotional Materials
Savings Guide (slide rule calculator)
Financial Planning in a Complex World (slide presentation with script)

890557
015203

Statements onResponsibilities inPFP Practice
SRPFP No. 1, Basic PFP Engagement Functions and Responsibilities
SRPFP No. 2, Working With Other Advisers
SRPFP No. 3, Implementation Engagement Functions and Responsibilities

017204
017212
017211

Software
PFP Partner
Audit Program Generator2
PFP Library Volumes fo r the Audit Program Generator2 Volume 1
Volume 2
Volume 3

To order, call the A ICPA O rder D epartm ent a t 1-800-862-4272, sub-m enu #1.

016500
016297
016812
016827
016829

017205

